ALMANACK 


AN. 1--Temporary Federal Deposit Insurance 
System goes into eHect @ Jan. 1--Mem- 
ber bank officers and directors cannot be officers, 

directors or managers af organizations engaged 
primarily in dealing in securities, except as author- 
ized by Federal Reserve Board. Member bank cor- 
respondent connections with individuals or organ- 
izations so engaged terminated, subject to same 
exception @ Jan. 1—Interlocking personne! 
between national banks and organizations making 
loans on stock or bond collateral prohibited gen- 
erally, subject to Sec. 8 of the Clayton Act, author- 
izing the Federal Reserve Board to issue permits 
Jan. 1—-Federal corporate dividends tax repealed 
@ Jan. 3--Congress convenes in regular session 
@ Jan. 22-—-Lending power of the Recon- 
struction Finance Corporation ends, unless extended 
by Congress . OFeb. 15—Return of Federal 
income tax information atsourcedue ... @Mar. 3 
Authority of Federal Reserve banks to make loans 
to member banks, secured by non-eligible paper, 
under Sec 10 (b) of the Federal Reserve Act, termi- 
nates unless extended by President @ Mar 
15---Federal income tax return due (unless fiscal year 
diferent from calendar year) @ Mar. 15— 
Certific ates of indebtedness, U Treasury, $460, - 
000,000 mature @Mar. 24—Authority to 
make loans to non-member banks by Federal Reserve 
banks under Act of Mar. 24, 1933, ceases . 
@ April 15--Treasury called upon to refinance 
approximately $1,000,000,000 balance of 
$1,875,000,000 Fourth Liberty 414s called for re- 
demption Oct. 15, 1933, and not taken up by ex- 
change for new 19-year, 3Y%4% bonds @ May 
9—Treasury notes, Series A, 1934, $244,934 600 


= 


mature . @ June 15--Call date for $4,393,- 
000,000 Fourth Liberty 444% bonds still outstand- 
ing, $535,982,000 of First Liberty 414% and First 
Liberty 316% amounting to $1,392,297,000 
@ June 15—Certificates of indebtedness amounting 
to $174,905,500 mature June 
strictions upon the dealing by national banks in 
investment securities take eect @ June 16— 
Dealers in securities prohibited from receiving de- 
posits as banks @ June 16—Private bankers, 
not subject to examination and regulation under 
state law, are required to make reports to, and be 
subject to examination by, Comptroller of Currency 
or Federal Reserve bank @ June 16—Secu- 
rity affiliates must be divorced as provided in Sec. 20 
of the Banking Act of 1933 @ June 16— 
Hereafter no certificate representing the stock of 
any national bank or any state member bank shall 
represent the stock of any other corporation except 
4 member bank or 4 corporation engaged solely in 
holding bank premises of such bank... @ June 
16-—Not less than five nor more than twenty-five 
directors for national or state bank member. Each 
must own from $1,000 to $2,500 of stock according 
to size of bank @ July 1—Permanent deposit 
insurance system goes into eHect. Federal Reserve 
members must qualify. Non-members in the temporary 
system may participate without further qualification 
@ July 1—Federal capital stock tax repealed 
( Aug. 1—Treasury notes, Series B, 1934, 
$345,992 600 mature @ Dec. 15—Amount 
due the Government of the United States from for- 
eign governments, approximately $154,000,000 plus 
$465,000, 000defaulted payments and $181 867,133 


and interest from Germany 
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Reasons 


WHY THESE COMPANIES 


I FINANCIAL STRENGTH 


The COMMERCIAL UNION GROUP constitutes one of the 
largest and strongest insurance organizations in the world, and 
its operations extend to every phase of human activity. Through 
co-ordination, stability and efficiency each individual company 
stands high as a bulwark of safety. 


2 FUTURE PROTECTION 


The COMMERCIAL UNION GROUP has withstood the shocks 
of conflagrations and commercial recessions. Its financial ex- 
hibit gives assurance of its firm establishment as a lasting, 
representative organization, ably fortified to meet all future 
obligations. 


3 SERVICE 


The COMMERCIAL UNION GROUP embraces practically 
every known form of insurance and gives full dollar value to its 
Policyholders in point of service in all branches of its protection. 
It understands and meets successfully all problems, and offers 
to Policyholders, Agents and Brokers service and facilities that 
are unsurpassed. 


4 LOSS SETTLEMENT 


The COMMERCIAL UNION GROUP has never denied the 
payment of any legitimate claim. The ample surplus and reserves 
maintained by each individual Company, together with its con- 
servative investment policy, guarantee to its Policyholders that 
all legitimate claims will be paid. ; 


Commercial Union Assurance Company, Limited ky INTERN ATIONAL REPUT ATION 


The Ocean Accident and Guarantee Corporation, Limited 

American Central Insurance Company The COMMERCIAL UNION GROUP guards jealously the high 
Columbia Casualty Company esteem which Policyholders and Agents everywhere have for 
The California Insurance Company each individual Company. 

The Palatine Insurance Company, Limited 

The British General Insurance Company, Limited 

Union Assurance Society, Limited 

The Commercial Union Fire Insurance Company 


Are preferred by Agents and Brokers 


We invite you to review the financial statement of each of these Companies which 
will be furnished upon request to the 


COMMERCIAL UNION GROUP 
ONE PARK AVENUE 


NEW YORK 


CHICAGO ATLANTA SAN FRANCISCO 
These Companies Write Practically All Classes of Insurance, Except Life 


The Condition of BANKING 


HE indices reflecting the trend of business for the 

early part of 1934 are favorable. The sales of auto- 

mobiles in 1933 have been well ahead of the previ- 
ous year, and so the stock of cars is substantially 
depleted. For this reason automobile production in 1934 
may get under way somewhat ahead of the usual sea- 
sonal upturn. Building, a key industry which has aided 
general business to emerge from depressions in the past, 
is also better and contracts are running well above last 
year. This improvement has been effected without much 
aid from the Federal Public Works Administration, 
which so far has spent little money. However, the re- 
vival of the heavy industries can only be sustained by 
the release of capital through the issuance of new 
securities. 

The changes in the internal and external value of the 
dollar reflected respectively by commodity prices and 
by the London price of gold converted into dollars 
since April 17, 1933, are as follows: 


April December | Change in 
7, 1933 7, 1933 | per cent 
100 137 37% 

20.67 32.13 55% 


Commodity price index 
London price of gold dollar 


From these figures it is seen that although the gold 
price of the dollar has risen more than one-half, the 
price level of commodities at home has so far risen only 
somewhat over a third. This has been the experience of 
most countries in the early stage of currency deprecia- 
tion, but in the latter stage the relation between the drop 
in the internal value and in the external value of money 
tends to change. Prices at home rise rapidly and con- 
tinue to go up even after the external value has been 
stabilized. 

The money market has been showing a tendency to 
harden, as may beseen in the rise in the rateson bankers’ 


acceptances and on call money. The rise in short term 
money rates has been only partly due to increased de- 
mand from business. To a greater extent it has been 
caused by the decline in the volume of loanable funds 
in New York City, resulting from the decrease in excess 
funds. Another factor contributing to the tightening of 
the money market has been the rise in the yield on the 
short term securities of the Federal Government, which 
for its December 15 financing had to pay a rate of 24% 
per cent. Free funds in the money market are naturally 
attracted by this high return, and so other short term 
money rates moved up in sympathy. 

December saw a change in the credit policy of the 
Federal Reserve banks. In order to relieve the tighten- 
ing of rates in the money market, the Reserve banks re- 
sorted to the purchase not of United States Government 
bonds but rather of bills in the open market, and in 
consequence the amount of these holdings rose consid- 
erably. There was a sharp increase in the volume of 
money in circulation, and Federal Reserve banknotes 
rose to a new high record. While this increase in cir- 
culation reflects the usual seasonal rise that occurs in 
the holiday period and thereafter recedes, the extent of 
the return flow in January should be carefully watched. 

The excess reserves of all reporting member banks 
in the Reserve System declined. For the New York City 
banks these excess reserves dropped to $34 million by 
the middle of December. This sum amounted to less 
than 5 per cent of the total excess reserves of the coun- 
try, although the New York City institutions hold 40 
per cent of the total deposits of reporting member 
banks. This decline in the excess reserves of the New 
York banks and the unequal distribution of these excess 
reserves have been due in part to the operation of the 
Banking Act of 1933, which prohibits the payment of 
interest on demand deposits and so leads the interior 
banks to maintain small (CONTINUED ON PAGE 70) 


Bonds 


hws United States attracted three times as many bids as 
it needed when it put nearly $1,000,000,000 of one-year 
214 per cent certificates on offer on December 15. Practically 
without exception, December is the month when the Treas- 
ury finds it hardest to raise the money it needs, as money 
tightens with the approach of the holidays and the banks are 
not overgenerous in their subscriptions for fear of presently 
having a loss on their purchases. But, even with due allow- 
ance for the seasonal difficulties which the December tax 
date furnished, the Treasury had to load its offering down 
with sweetening to be sure that buyers were found. A 244 per 
cent rate is a high one for an intrinsically sound government 
to have to pay for one-year money. 

The reason for the steep rate is not far to seek. Though 
proceeding with more caution with the gold buying policy, 


the Administration did put at rest the fear of inflation that 
had been stalking the bond market ever since the buying of 
gold at home and abroad began. Long-dated Government 
issues have fluctuated in a manner more becoming a common 
stock than an investment deserving to be classed among the 
most staid and least speculative. Treasury bonds shuttled up 
and down the price scale from one to four points as the gold 
price and the dollar alternately rose and fell. Government 
borrowing in the long term market, which was so easy in 
early October, is now impossible except at prohibitive cost. 

Corporate bonds have worked higher in a modest way, in- 
fluenced by the statement that President Roosevelt was 
considering a revision of the onerous terms of the securities 
act. Therein lies the one hopeful prospect for the bond 
market at the present time. 


| 
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THIS NEW NATIONAL MACHINE COUNTS EACH 
CUSTOMER’S CHECKS AT THE TIME OF POSTING 


Now you can determine the number of 
checks for which each customer should 
be charged with no extra work what- 
ever. For this new National Machine 
counts the checks for you. Automati- 
cally, too—at the same time it posts 
the customer’s account. 

The right side of the statement used 
with this machine is a stub which is 
retained by the bank. Analysis of 
balances and computation of service 
charges are made from this stub. 


Analysis of float is made at the time 
of posting. The machine prints this in- 
formation on the stub. The three items 
to be shown —transit items, city items, 
and amounts (in hundreds) —are set up 
on the keyboard at one time and printed 
at one operation. This machine is also 
readily adapted to meet any revision of 
this plan in any bank. 

Nor are these the only advantages. 
With this machine the printing line of 
the inserted form is always visible to 


the operator from a normal sitting posi- 
tion. The keyboard rests at just the 
right height for ease of operation. There 
is plenty of knee and foot room under 
the machine. All of which means more 
work in a given number of hours. 

Our local representative will be glad 
to give you further information about 
this new National Bank machine. We 
suggest that you telephone him today. 
The National Cash Register Company, 
Dayton, Ohio. 


NATIONAL 


POSTING AND ACCOUNTING MACHINES 
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Forecast 
CHANGE is the only JOURNAL forecast for this year 


Interest 


Experts estimate that uncertainty as 
to our monetary future cost the Govern- 
ment an increase of at least 14 of 1 per 
cent in the interest rate on the Decem- 
ber 15 financing. On the $950,000,000 
put out this means an additional 
$2,375,000 in the year’s interest. The 
loan may be cheap at that. 


* 
Maturities 


Including the hangover of the Fourth 
Liberty issue called for redemption next 
April, the Government in Washington 
faces maturities of bonds, Treasury 
notes and Treasury certificates in 1934 
in the amount of $3,250,000,000 in 
round numbers. In addition it faces 
the usual 90-day turnover of nearly a 
billion and a quarter dollars in Treasury 
bills. Above all, it faces new issues 
estimated at around 2 billion for re- 
covery purposes. All this will demand 
something more than clever financing; 
it will demand sound currency and an 
optimistic outlook. 


Francis Marion Law, President of the 
American Bankers Association, said 
recently to the New York Chapter of the 
American Institute of Banking: “I 
firmly believe that Mr. Roosevelt, with 
his conservative background and record 
and with his knowledge of history and 
economics, would have the same ab- 
horrence and fear with regard to the 
issue of fiat money that the most ardent 
member of the sound money group 
would have”’ 


Coordination 


All the credit agencies of the Govern- 
ment have been coordinated as a result 
of the efforts of Henry Bruere; the 
Government’s relief agencies are being 
coordinated under the new National 
Emergency Council; the R.F.C. has 
been coordinated with about everything 
in the Government; but there has been 
no coordination between the N.R.A., 
the A.A.A. and the Government’s 
monetary policy because they are rather 
antithetical. It will take a smart man 
to raise the price level without running 
the risk of a buyers’ strike. 

* 
Dossiers 


Some of the “dossiers” of single 
projects considered by the Public 


KEYSTONE 
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Largest and Leading Southern 
California Bank 


STRENGTH AND 
CONVENIENCE 


122 Branches in South- 
ern California. Each 
Branch presenting the 
Strength of the whole 
Bank. 


EGURITY-FIRST 
NATIONAL BANK 


OF LOS ANGELES 


Every Service which any 
Bank or any Trust Com- 
pany may legally offer 
to perform. 


COMMERCIAL | 
SAVINGS TRUST 


Resources over $500,000,000 


Banks—Bankers—Brokers 


Sixteen years of con- 
scientious study and 
practical experience in 
caring for the many in- 
surance problems of 
financial institutions 
have equipped us to offer 
insurance brokerage ser- 
vices of value, and pro- 
tection based on your 
individual requirements 


ReaM, WRIGHTSON 
& Co. INc. 


67 Wall Street New York City 
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et available for depositors 


TELLERS’ 
SAFETY 
LOCKER 


The compact 

above is easily installed in 
your present counter. By 
eliminating all inconvenience 
to the teller, it encourages 
careful handling of money. 
Act now to prevent loss. 
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FROM THE BANDIT 


Counter cash is quickly divided into active 
and reserve funds when the Tellers’ Safety 
Locker is installed. Each teller subconsciously 
maintains the proper ratio between the cash 
in his drawer for immediate needs and the 
reserve in the locker below under delayed 
control timelock. 


The convenient “drop compartment” lo- 
cated in the cash drawer as illustrated to the 
left permits instant deposit of excess funds 
or unexpected receipts. The cash placed in 
this compartment is automatically deposited 
in the locker below when the drawer is closed. 


When the combination is dialed, the time- 
lock is automatically wound. The teller 
easily anticipates his needs knowing the delay 
period of his locker. The automatic rewind 
feature of this lock makes it fool-proof. The 
shield shown opposite tells the bandit you 
have Diebold Daytime Hold-up Protection. 
If he unwittingly proceeds further, important 
money is beyond his reach . . . abuse purpose- 
less when he reads the large label identifying 
this type of hold-up protection . . . approved 
by bank insurance underwriters. 


now offers complete protection for records, money 


[eo known as a leading vault manufacturer, "money | 


and wealth from fire, burglary and banditry. 


Di 


DIEBOLD ELECTRIC 
REKORDESK SAFE 


OLD 


& LOCK CO. 


ANTON, OHIO 


When Savings Ledger and Signa- 
ture Cards are conveniently housed 
in this modern certified, two-hour 
safe, you provide speed for depos- 
itors . . . protection for records. 
Write for complete information 
today. 


SEVENTY-FIVE YEARS OF PROTECTION SERVICE 


KEYSTONE 


Joseph H. Choate, Jr., chairman of the 
Federal Alcohol Control Administra- 


tion, advocates a liquor tax of between 
$2 and $3 a gallon 


Works Administration are over a foot 


| thick—plans, specifications, blue prints, 
| recommendations, maps, legal opinions, 
| copies of state laws and city ordinances, 
| engineers’ reports, correspondence, pro- 


tests, resolutions, appeals, almost any- 


| thing one can imagine. The job of 
| allotting the $3,300,000,000 has been a 


tremendous one. The indications are 
that it has been well done. 


Taxes 


The incidence of taxes on the liquor 
traffic relieves the country from some of 


| the so-called “nuisance” taxes, includ- 


ing a 5 per cent dividend tax, a tax of a 
dollar a thousand on capital stock of 


| corporations, a tax of 5 per cent on 


corporation profits in excess of 12.5 
per cent of capital stock and a half 


| cent a gallon on gasoline. It is unlikely, 


however, that any other taxes will be 
cut, while some may be increased. The 
chief tax task of Congress is to plug 
up some of the holes in the income tax 
law so as to prevent evasions like those 
brought to light in Senate committee 
hearings in Washington. Eventually 
there must be an increase in taxes. 
Tremendous Government borrowing 
cannot be carried in any other way. 
* 


Gold 


France has been experiencing the 
same loss of gold which forced Great 
Britain off the gold standard and which 
drew enormous sums from the United 
States in the fall of 1931, in the spring 
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KEYSTONE 


Governor John G. Winant of New 
Hampshire, speaking before the Na- 
tional Consumers’ League in New York, 
advocated enactment of state laws 
which would perpetuate the minimum 
wage, maximum hour and child labor 
provisions of the National Industrial 
Recovery Act 


of 1932 and again in the spring of 1933. 
These tremendous gold movements 
represent efforts of international capital 
to find either a profitable market or a 
refuge from disaster. President Hoover 
once likened them to great guns which 
have broken loose from their emplace- 
ments and are careening from side to 
side of a ship in a storm. President 
Roosevelt says that they put the value 
of the dollar too much in foreign control. 
Undoubtedly they are demoralizing in 
their influence upon world moneys and 
world business conditions, but perhaps 
the real trouble lies in the conditions 
which lead to such movements of 
capital. 
* 
Russia 


One thing can be said of new relations 
between the United States and Russia, 
and that is that these relations have 
been established from a strictly realistic 
standpoint. The agreement reached is 
altogether objective and practical with- 
out a particle of sentimentality. When 
it comes to later arrangements for 
trade and credits there will be more 
realism and probably considerable dis- 
appointment all around. 


R.F.C. 


When Congress orders the R.F.C. 
to distribute $500,000,000 among the 
states in direct unemployment relief it 
increases the (CONTINUED ON PAGE 72) 


BANK OF MONTREAL 


Established 1817 


cA presentation, in easily understandable 


form, of the “Bank’s 


ANNUAL STATEMENT 


31st October, 1933 


LIABILITIES 
LIABILITIES TO THE PUBLIC 


Deposits 


Notes of the Bank in Circulation 
Payable on demand. 
Bills Payable . 


Time drafts issued and culitendine. 


Letters of Credit Outstanding . 
Financial responsibilities undertaken on behalf of cus leadés % see off- 
setting amount [x] in Resources”’). 


Other Liabilities 


Items which do not come under the foregoing headings, including 39, 000.- - 
000 advances from the Dominion Government under The Finance Act. 


Total Liabilities to the Public 


LIABILITIES TO THE SHAREHOLDERS 


— Surplus and Undivided Profits 


Reserves for Dividends . 
This amount represents the shareholders’ interest in the Bank, over whieh 
liabilities to the public take precedence. 


Total Liabilities 


RESOURCES 


To meet the foregoing Liabilities the Bank has 
Cash in its Vaults and in the Central Gold Reserves 
Notes of and Cheques on Other Banks 

Payable in cash on presentation. 
Money on Deposit with Other Banks 
Available on demand or at short notice. 


Government and Other Bonds and Debentures 
Not exceeding market value. The greater portion consists of gilt- odes 
securities which mature at early dates. 


Stocks . 
Railway and Industrial ond other seeks. 


Call Loans outside of Canada . 
Secured by bonds, stocks and other negotiable securities * of gone estue 
than the loans and representing moneys quickly available with no disturb- 
ing effect on conditions in Canada. 


Call Loansin Canada . 
Payable on demand and secured by bonds end stocks of greater salue then 
the loans. 

Bankers’ Acceptances 
Prime drafts accepted by other banks. 


TOTAL OF QUICKLY AVAILABLE RESOURCES . 
(equal to 71.15% of all Liabilities to the Public} 


Other Loans . 
To manufacturers, farmers, and others, on conditions consistent 
with sound banking. 

Bank Premises 4 
Three properties only are contehs in the names d holding companies; the 
stock and bonds of these companies are entirely owned by the Bank and 
appear on the books at $1.00 in each case. All other of the Bank’s premises, 
the value of which largely exceeds $14,500,000, appear under this heading. 


Real Estate and Mortgages on Real Estate 
Acquired in the course of the Bank’s business and in process of being 
realized upon. 


x Customers’ Liability under Letters of Credit . 
Represents liabilities of customers on account of Letters of Credit issued by 
the Bank for their account. 


Other Assets not included in the Foregoing 
Making Total Assets of . 
to meet payment of Liabilities to the Public of 
leaving an excess of Assets over Liabilities to the Public of 


$641,346,710.12 
33,819,807.50 
258,578.04 
6,151,280.54 


10,642,442.25 


692,218,818.45 


76,317,090.20 


$768,535,908.65 


$ 78,683,217.88 
26,953,876.82 


25,334,859.87 
316,967,375.69 


514,911.33 
36,354,280.98 
7,607,169.32 


111,293.01 


492,526,984.90 


251,885,262.61 


14,500,000.00 


1,732,750.77 
6,151,280.54 
1,739,629.83 


768,535,908.65 
692,218,818.45 


agement and the extent of its resources. For 116 years the Bank of 


[[ée strength of a bank is determined by its history, its policy, its man- 


Montreal has been in the forefront of Canadian finance. 
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L, a small, almost frontier city, 
The First National Bank of Chicago 
was organized in 1863. Its growth has 
reflected the growth of the territory 
of which Chicago is the commercial 
center. 


> 


— 


From little more than a local bank the 
First National has developed world- 
wide connections with facilities for 


SSS 


SS 


the prompt and efficient handling of 
financial business. 


Through the Banks and Bankers 
Division correspondents have an 
intimate personal contact with 
business developments, national and 
international. 
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New business is invited. 


The First National 
Bank of Chicago 


CHARTER NUMBER EIGHT 
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The New Era in Banking 


Out of the Emergency Stage into a Period of New 


Conditions Arising from Permanent Legislation 


By GEORGE E. ANDERSON 


Imost as badly overworked as was the term “service” 

in the days of the business boom; and perhaps with no 
better reason. Nevertheless, no evaluation of the banking 
and business prospects in the United States at the beginning 
of the new year is possible without recognition of a changing 
mental and moral reaction to the situation. There is still fear 
of the unknown, and this gives rise to uncertainty which 
stifles initiative and long term planning. There is still serious 


PP etaecscteies as a business term, has come to be 
a 


‘opposition to some of the principal policies of the Govern- 


ment, particularly in monetary matters, and agitation 
against inflation is approaching the explosion point. The 
political and financial outlook in Europe is serious. Unfavor- 
able long term credit conditions in the United States itself 
are a restraining influence upon the heavy industries which 


embrace nearly two-thirds of the industrial activity of the 
country. International financial conditions are threatening 
with more currency upheavals and killing competition in the 
international trade in prospect. The matter of intergovern- 
mental debts remains unsettled, aggravated rather than 
mitigated by so-called “token” payments by some nations 
and frank repudiation by others. Clearly the nation is not 
yet out of the woods. 

On the other hand, there is a growing spirit of confidence 
in the future. Whatever the cause or however costly the 
means, unemployment has been reduced, wages and buying 
power are more evenly distributed, the high and low patches 
in business are gradually being ironed out, year-end divi- 
dends are better than they have been for two years, prices 
have advanced 17 per cent since April and are steadier, and 
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Deposit Insurance Directors Bennett and O’Connor. A picture of Walter J. Cummings appears on Page 30 
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Carefully Planned Public Works 


Written for the JOURNAL by 
HAROLD L. ICKES, Public Works Administrator 


LET no one entertain the idea that in practically 
completing the allotment of the $3,300,000,000 ap- 
propriated by Congress for its purposes the Public 
Works Administration has been ‘scattering public 
funds helter-skelter without adequate return. Most of 
the money has been allotted for Federal undertakings 
long ago planned and insistently demanded. The rest 
goes to state governments or municipal or other corpo- 
rations in the way of loans which are to be repaid, 
supplemented in some cases by grants to stimulate 
immediate employment. Every expenditure author- 
ized, in the way of either Federal undertakings, loans 
or grants, has been upon an enterprise proved by care- 
ful investigation to be practical, useful and socially 
beneficial. These enterprises are not only putting men 
to work and “priming the industrial pump,” espe- 


cially in the heavy industries which constitute over 
60 per cent of the nation’s industrial activities, but 
they also give communities in every state in the Union 
needed facilities in the way of waterworks, power and 
light plants, low cost housing, slum clearance, sewers, 
hospitals, streets, bridges, schools and other improve- 
ments which are highly desirable, in many cases abso- 
lute necessities without regard to the recovery pro- 
gram, and many of them are self-liquidating. The 
effects of the public works program is already felt and 
the force will be increased in the next few months 
when actual construction in all of these enterprises 
reaches a maximum. 

It means employment for hundreds of thousands of 
workers in all lines of industry and will be one of the 
most potent factors for recovery. 


there is a general expectancy of business 
pick-up after the turn of the year, 
which in itself will do much toward 
accomplishing that desirable end. It is 
not easy to strike a general balance 
under such circumstances; perhaps it 
is unwise to attempt to do so. Yet as 
the various items which enter into such 
a balance are examined one by one 
there gradually appears a rather fair 
picture of the situation—a picture with 
lights and shadows but with the lights 
predominating. 

What is true of the general business 
situation is certainly true of the coun- 
try’s banks. There has been a revolution 
in American banking in the past year 
which is still in progress and will be 
largely completed within the next few 
months. Banks, as well as the country 
generally, are now wedded to systems 
and circumstances which would have 
been unbelievable three years ago. In 
the course of this revolution the country 
is dropping between three and four 
thousand banks from its muster roll. 
That is a serious state of things, but it 
is well to realize that those which re- 
main are stronger and better banks. 
Money returning from hoards indicates 
that the banks are regaining public con- 
fidence. The banks themselves show 
more vigor, more confidence in the 
future. They act more like they had 
something to live for. 

Some of the reasons for this change 
are apparent. First, perhaps, is the 


psychological factor above referred to, 
the innate resilience of American char- 
acter faced with difficulties. Then, too, 
a common sense evaluation of facts 
gives reason for more optimism. The 
mere fact that a bank could survive the 
crisis of last March has in itself added 
tremendously to its standing with the 
public and with itself. The Banking Act 
of 1933 has done much to restore public 
confidence. Perhaps this, too, is largely 
psychological, but there can be little 
doubt that its many provisions de- 
signed to correct many abuses in the use 
of credit based upon depositors’ funds, 
vaguely felt in the past and only too 
clearly demonstrated in recent public 
hearings, have had an important influ- 
ence. The prospective insurance of bank 
deposits, for a time at least, has added 
much to this confidence in several parts 
of the country. Among bankers them- 
selves the new banking Code has be- 
come an inspiration. It has enabled 
them to correct many evils and establish 
policies against which and for which 
they have fought for a generation. The 
facts, the realities, which attend the 
revolution in banking, accordingly, have 
few terrors and much of encouragement. 

First among the facts to be faced, 
chronologically and perhaps economi- 
cally, is the temporary phase of the 
insurance of bank deposits. No one is 
likely to claim that the deposit insur- 
ance scheme is popular among bankers. 
The plan, both in its temporary and 


permanent phases, was adopted over 
their protests. Save for a few groups in 
several parts of the country where 
banks had lost almost all public confi- 
dence, it has been consistently opposed 
and, in its permanent features, is still 
opposed. However, a fact is a fact and 
the temporary phase of the insurance 
scheme is one of them. Facing this fact, 
the present disposition of most bankers 
is to cooperate unreservedly with the 
Government in giving the new system a 
trial. Up to last accounts, over 84 per 
cent of the non-member state banks had 
applied for membership in the tempo- 
rary fund and 83 per cent of these 
applicants had passed the Government’s 
examination. Perhaps it should be 
noted, however, that some of the banks 
slow in applying for membership are 
among the strongest. 

Nor is actual inauguration of the new 
system altogether without its favorable 
aspects. The plan fully insures the 
deposits of 96.5 per cent of all bank 
depositors in the country. If that fact 
will not restore the confidence of 96.5 
per cent of bank depositors in their 
banks nothing will. Hence it is only 
reasonable to anticipate that at least a 
large portion of the billion or so dollars 
still hoarded by the people will find its 
way back to the banks, which, indeed, 
weekly Federal Reserve reports indi- 
cate is already happening. Since the law 
now provides that collateral security for 
postal savings (CONTINUED ON PAGE 60) 
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Reconstruction 


First, Systematize Banking 


Central Control — By A. A. BERLE, JR., 


a vigorous member of President Roosevelt’s official family, who feels that 
American resurgence will be better served by a unified banking system 


E problem of banking reform is 
once more to the fore; and it ought 
to be. The current of recent dis- 

cussion on this point is worth a brief 
moment of review. 

During the last two years of the 
Hoover administration, Senator Glass 
had striven manfully for reform of the 
Banking Act. Dying in the last Hoover 
Congress, his bill was re-introduced in 
the special session of Congress following 
the bank holiday. 


The bank holiday itself made neces- 
sary certain emergency bank legislation 
as a prerequisite to opening the banks 
then closed. A well informed body of 
opinion desired both then and during the 
few days following the bank opening to 
make a thoroughgoing revision of the 
banking laws, but failed to do so at least 
partly because of the sheer pressure of 
work, and because banking legislation 
takes an infinite amount of time, care 
and technical drafting work. Mean- 
while, Senator Glass’s original bill 
moved steadily forward, mangled in 
transmission. It collided with a move- 
ment which had been gathering head- 
way for a couple of years, in favor of 
Federal guaranty of bank deposits, 
supported largely in the House. Mr. 
Glass was dead against this, and, I 
think, rightly; President Roosevelt like- 
wise evinced no enthusiasm for Federal 
guaranty. In the hurried closing days of 
the special session, Senator Glass’s bill, 
embodying deep reforms, and Mr. 
Steagall’s bill, embodying bank guar- 
anty, met head-on in conference. The 
result was probably a small portion of 


_ what Mr. Glass really wanted, and only 


a half portion of what he had asked for 
in his original bill, accompanied by the 
hybrid deposit insurance guaranty, 
which was the political compromise 


MR. GLASS 


@ The opinions of Senator Glass regard- 


ing bank legislation are most impor- 
tant in forecasting Congressional action 


between Federal guaranty and no guar- 
anty at all. 

At this point, the Administration 
stepped in, as it had to under the law. 
The deposit insurance feature meant, in 
substance, that the losses of the weak 
banks would be absorbed partly by 
some Government-subscribed capital, 
to a small amount, and mainly by the 
resources of the large and solvent banks, 
in the event of trouble. To minimize this 
possibility Mr. Jesse Jones of the Re- 
construction Finance Corporation, Gov- 
ernor Eugene Black of the Federal 
Reserve Board and Mr. Walter Cum- 
mings of the Deposit Insurance Cor- 
poration—three of the ablest men in 
Washington, by the way—evolved the 
plan of providing additional capital for 
banks through purchase of stock or 
notes by the Reconstruction Finance 
Corporation. This would result in re- 
pairing the somewhat weakened capital 
structure of banks in general; the pri- 
mary purpose was to increase credit 
facilities and the secondary purpose was 
to put an additional “cushion” between 
the bank depositor and the deposit 
insurance pool. The amount of this 
additional capital is likely to run large 
—my own estimate would be about 
$600,000,000. Of course, it contributes 
additional safety, since before there is 
any heavy draft on the deposit insur- 
ance fund not only must the deposits 
themselves be lost, but the bank capital, 
including this additional capital pro- 
vided by the Federal Government, must 
be wiped out; and only after that does 
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the deposit insurance liability come into 
operation for the benefit of depositors. 

Obviously, these last steps are in the 
nature of emergency or transition 
measures taken to deal with a situation 
that exists. They do not, however, deal 
with the fundamentals of the matter. 
They redistribute possible losses under 
the present system, first, by apportion- 
ing them to the taxpayer in respect of 
the capital subscribed by the United 
States Government, and second, by 
spreading them out over the whole 
banking system, through the deposit 
insurance fund. This meets the situation 
at the moment. But it does not tackle 
the fundamental job of eliminating the 
causes of loss in the first place. 

Some of these fundamental causes 
have been pretty well agreed on by 
almost everyone who has thoroughly 
studied the question. They are, indeed, 
hardly matters of dispute, though the 
resulting conclusions are vigorously 
opposed by certain interested groups. 

First, we need a single system. In the 
nature of things, it has to be Federal. 
Realistically, this means a single Fed- 
eral Reserve System, if not a single sys- 
tem of national banks. And why in the 
world an outraged public does not arise 
and demand it, is difficult to see. The 
bank holiday (with a few conspicuous 
exceptions) showed an amazingly better 
record for the Federal Reserve banks 
than it did for the non-member banks, 
and it is not easy to find any real room 
for argument. 

Second, there are too many banks, 
and too many of these are weak, under- 


FEDERAL BANKING LEGISLATION 


Mr. Berle 


manned, under-capitalized and operat- 
ing in too small an area to give the 
diversity necessary for safety. Even 
with our present absurd system we have 
perhaps 15,000 banks in a period of 
safety. Under stress of good times, this 
will expand to perhaps 24,000. When 
the good times begin to fade, some- 
where between six and nine thousand 
banks will fail, and we get back to our 
minimum. If they fail too fast, confi- 
dence in the entire banking system is 
impaired, and it blows up. Again it is 
difficult to see just why previous Con- 
gresses should feel that they must de- 
fend to the death the right of several 
thousand banks to open up and to fail, 
with corresponding wreckage, misery 
and general upsetting of the economic 
structure. Inconceivable as it may seem, 
however, this is exactly what has 
happened. Communities by the thou- 
sands apparently preferred to lose a fair 
proportion of their deposits on an 
average of once every eight or ten years, 
and go through a brutal period of 
economic misery following such failure, 
rather than abandon the idea that any- 
one who wanted to be a banker and had 
a little influence at the state capitol, 
could go into the business. A new crop 
seems to emerge in every prosperous 
time and to go under in every period of 
depression. 

Third, commercial banks are combin- 
ing functions which really ought not be. 
Specifically, they do four things. 


Banking legislation began with the first Congress and con- 
tinues without abatement. This has led some to ask whether 
the solution to banking’s problems lies in the direction of 


more legislation or of less. 
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KEYSTONE 


They run a trust business—which has 
no connection with banking, except 
that it can be usefully combined with 
the bank overhead. This is perhaps not 
important if the trust business is care- 
fully segregated. 

They also do a savings bank business. 
Now, savings bank money is not the 
same as commercial bank money. It 
does not go to the same place—or more 
accurately, it ought not to. It should 
take care of the long term credit needs 
of the country—mortgages, government 
bonds, sound long term bonds. The 
theory of a savings bank is not that a 
depositor comes around and gets his 
money out, but that he keeps it there, 
drawing it only in periods of emergency, 
or in small amounts as he may need it. 
It is true that savings bank deposits 
are by custom demand deposits, in flat 
violation of (CONTINUED ON PAGE 52) 
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Reconstruction 


Individual Initiative 


First, Galvanize Banking 


By L. A. ANDREW, Des Moines banker, former Iowa 
state banking commissioner and former President of the 
State Bank Division, American Bankers Association, who 
believes that a highly centralized banking system would 


be harmful 


ers are somewhat bewildered by the 

rush of events in Washington, but 
probably not any more so than national 
bankers. However, the large majority 
of national banks seem to be assured of 
at least a continued existence, while a 
very large number of state banks, par- 
ticularly the smaller units, are not even 
sure of their right to continue in busi- 
ness. 

Banks operating under a state charter 
are nearly all, however, anxious to ad- 
just themselves to the Administration 
policy, particularly as it concerns 
better and safer banks, provided, of 
course, that the hurried plans now being 
considered and those also being put 


¢ can be truly said that state bank- 


into effect treat them fairly. The rea- 
soning expressed some time ago that it 
was necessary to have “bigness in 
banking” in order to have safety has 
been proved again to be unsound in re- 
cent Washington hearings. Group bank- 
ing and branch banking have also seen 
exploded many unsound theories along 
that line. 

A well conducted unit bank under 
state supervision has a right to exist 
and should be protected in every way 
in any new deal concerning banking 
regulations. One point which should be 
emphasized in regard to changes in our 
banking system is that while banks are 
primarily business institutions for profit, 
they are built almost entirely upon the 
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confidence that their customers have in 
the management. Good state banks 
are not built in a day, and no banking 
system can be revolutionized overnight. 

All major changes should be very 
carefully studied by a commission made 
up of men who have made a success of 
the intricate and hazardous business of 
banking. A good state banker always 
welcomes changes that will improve his 
bank, but he is fearful of revolutionary 
changes made without due considera- 
tion and of those which will imperil the 
safety of his institution, carrying along 
with it, in many cases, the hard work, 
thrift and good management of several 
generations. Good management is the 
primary requisite for good banking, and 
this kind of management cannot be put 
into our banking system by legislation. 

It is for this and many other reasons 
that a careful state banker is fearful of 
the guaranty of deposits. He knows 
from experience in eight different states 
that it has a tendency to penalize good 
banking and to put the careless banker 
on common ground with his efficient 
brother in the business. It also gives the 
good banker a continuous and, perhaps, 


STATE LEGISLATION 


In 48 states the development of a bank- 
ing system has coincided with the eco- 
nomic growth of each commonwealth. 
Left, the Iowa capitol, at Des Moines 
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an increasing liability without limit. 
The guaranty of deposits, carrying with 
it the examination and approval by the 
insurance corporation, has put an 
added burden and anxiety on the state 
bankers of the country. Those familiar 
with the requirements of a careful 
examination have wondered for some 
time as to the ability of the insurance 
corporation to conduct proper exami- 
nations in the time allowed. It is un- 
fortunate but true that politically 
controlled bank examinations are far 
from satisfactory. However, reports 
have come in from many sections that 
efforts to be fair are evident. It is now 
a question of ability to carry the exami- 
nations along with an inexperienced, 
political force and at the same time do 
full justice to all classes of banks. 

State bankers feel that the ruling 
exempting national banks and Federal 
Reserve member banks from examina- 
tion by the insurance corporation is 
hardly fair, since they know that a 
number of these exempted banks are 
in much worse condition than many 
state banks that are being forced to 
undergo the required examination. This 
action will undoubtedly put into the 
insurance corporation a number of 
banks whose condition may make 
trouble in the future. It is well to re- 
member in this regard that the crisis in 
American banking, which culminated in 
the President’s proclamation of March 
4, was primarily caused by the poor 
banking methods in several large banks, 
about which had been built groups of 
branch banks, and, finally, a complete 
lack of confidence in large reserve 
banks, resulting in the failure of the 
Government’s own fiscal agents, the 
Federal Reserve banks, to carry on 
their normal functions. The large num- 
ber of failures of small state banks is 
to be regretted, but no one who has 
studied the situation will take the 
position that these failures of small 
state unit banks were the primary 
cause of the banking collapse. 

The state banks who are admitted 
to the insurance corporation for the 
guaranty of their deposits—and it is 
apparent that a very large percentage 
will be able so to qualify—are then 
faced with the problem of their future 
existence. A determined effort is con- 
tinually being made to force all of the 
banks in the country into one system. 
The Federal Reserve has been selected 
by the proponents of this plan as the 
agency to complete the deal and, ac- 
cording to the present law, all members 
wishing to continue in the insurance 
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FDIC BOARD ROOM 


The Board room of the Federal Deposit Insurance Corporation 
on the 5th floor of the National Press Building. At the far end 
of the long table is a picture of a field of grain in harvest time 


corporation must be members of the 
Federal Reserve System by July 1, 
1936. 

In connection with these require- 
ments, of course, the activities of the 
Reconstruction Finance Corporation 
are being extended to offer aid to all 
banks that may require a recapitaliza- 
tion or an advance in the form of capital 
debentures. The effort to have all of the 
banks in the country offer preferred 
stock to the Reconstruction Finance 
Corporation has proved unsatisfactory 
for the reason that the large majority of 
banks have been so liquid that no fur- 
ther cash is required, and losses have 
been taken out of surplus earnings in- 
stead of recapitalization. There has 
been such a decrease in earnings that it 
is impossible to make proper returns 
on the capital already invested. Pre- 
ferred stock or capital debentures, in 
their final analysis, are, of course, a 
form of “bills payable,” and a large 
number of good bankers feel that it is 
unfair to their institutions to borrow 
money except when it is necessary to 
have a more liquid position to pay de- 
positors. The Reconstruction Finance 
Corporation has been of great help to 
many banks in this position. 

Many state bankers hope that the 
guaranty law will be so amended that 


it will stop with the guaranty of de- 
posits of $2,500 and under, and not 
require Federal Reserve membership. 
Also, that a limit will be set as to the 
liability of each bank, any balance neces- 
sary to come from public funds. Obvi- 
ously, the careful, thoughtful banker 
is firmly of the opinion that if there is 
to be any guaranty of bank deposits, 
the ones receiving the insurance should 
pay the cost. Nearly all bankers, of 
course, are opposed to the guaranty 
idea. It is the result of the hysteria 
coming out of the great economic de- 
pression. 

It is not necessary to have guaranty 
of bank deposits to make the customers’ 
money safe. It is necessary to have 
better banks, which means better 
management, and this can be brought 
about by a change in the banking law 
and some of the fundamentals of bank- 
ing practice which have been perverted 
during the past generation. 

One of the main causes of poor bank- 
ing has been the use of the bank’s in- 
vestments by officers for their own 
profit. This has had many devious com- 
plications, as is well known. Another 
important cause of weak banking has 
been the mixture of commercial and 
investment banking in the same insti- 
tution, the (CONTINUED ON PAGE 53) 
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Reporting 


Progress 


A statement for the JOURNAL 
by HENRY A. WALLACE, 
Secretary of Agriculture 


NOT the least: accomplishment of the nation in its 
struggle with the farm problem is the fact that it has 
been brought face to face with realities. The problem 
is now recognized as being not merely a phase of gen- 
eral depression but as a fundamental problem of our 
national life demanding a permanent solution. 

Since March 4 our specific problem has been to in- 
crease the purchasing power of the farmer as rapidly 
as possible without creating an untenable supply and 
demand situation which would cause grief to the na- 
tion later on. Before 1929 this country normally ex- 
ported more than one-half her cotton, one-third of her 
lard, 40 per cent of her tobacco and about one-fifth of 
her wheat. From 35 to 50 million acres of crop have 
been producing stuff which normally finds its market 
overseas. A large part of this overseas market seems to 


Factories 


SOME people have called the National Recovery Act 
revolutionary. I have neither time nor desire to quarrel 
with them. Nothing is to be gained by an exchange of 
epithets. 

The old ship of industry has been floundering about 
in a sea of depression for three or four years and has 
listed badly. We are seeking to restore her balance; to 
set her up on an even keel. In order to do so it has been 
necessary to jettison some of her cargo in the form of 
obsolete and antiquated business practices, to the end 
that she may not only weather the present storm but be 
able to outsail any future disturbances. 

We are balancing production, we are balancing dis- 
tribution and, so far as possible, balancing consumption. 
We are doing so by methods which have come to be well 
known, by eliminating unfair trade practices, establish- 
ing minimum wages, shortening the hours of labor and 
increasing purchasing power among the masses. 


R A Statement for the JOURNAL by 


be lost forever. This fact was hidden from most of the 
people up until 1929, because we loaned to foreign na- 
tions from half a billion to a billion dollars annually. In 
effect we loaned Europe the money with which to buy 
our goods. 

We have gone some distance, since March, in fitting 
our production schedule to the needs of all our own 
people, plus what we can sell abroad. We shall have to 
go much farther during 1934 to obtain a balance be- 
tween supply and demand. Meanwhile, higher prices 
for farm products and benefit payments to growers who 
cooperate in adjusting their production have boosted 
farm income. For the nation as a whole, farm income 
was 44 per cent higher this past October than in Oc- 
tober, 1932. 

But the truly fundamental thing is not the millions 
of dollars in checks sent out, but the better adjustment 
of production to the changed world picture. It is vicious 
to subsidize any class, even as a compensation for in- 
justice, unless the subsidy results in such a change of 
productive forces that the entire nation is better ad- 
justed to the world situation. That is why I have 
talked again and again to the farmers of the cotton 
South, the wheat West, and the corn and hog belt of 
the fundamentals which have to do with the creditor 
position of the United States and our tariff policy. If 
they understand that we are in the midst of a tremen- 
dous inevitable shift in productive forces, and that the 
nation is not handing out money to them as a bribe but 
as a means of enabling them to make the shifts with 
the least trouble possible, then I am hopeful that we can 
develop a feeling of intelligent, national consciousness 
such as we have never had before. It will be a genuine 
advance if the farmers can feel that they are a part of 
the Government and that the Government is a part of 
them ; that we are all pulling together to realize an ob- 
jective which is good for the farmers, good for the na- 
tion, and good for the world as a whole. 


HUGH S. JOHNSON, Administrator, 


eal National Industrial Recovery Act 


If the doing of these things—and in the doing of 
them we have accomplished the reemployment of up- 
wards of 4,000,000 idle workers—the elimination of 
the sweatshop and the abolition of the atrocity of child 
labor be revolutionary, then the whole progress of civili- 
zation is revolution. 

Of approximately 150 codes representing the leading 
industries and trades of the country, which have been 
approved by the President up to this time, the average 
period that they have been in effect is less than six 
weeks ; yet their results have been highly satisfactory 
to industry, to the Government and to the public in 
general. Their reports in almost every instance give 
warrant for that statement. From this time forward, 
we Shall have more reports of similar nature as industry 
after industry adjusts itself to the conditions which, 
under the codes, it imposes upon itself with the ap- 
proval of the President. 
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By DR. WALTER E. SPAHR 


The authorXis professor of eco- 

nomics and chairman of the 

department, School of Commerce, 
New York University 


E various phases of the mone- 
tary controversy have reached a 
sufficiently advanced stage to jus- 
tify a summary statement and appraisal 
of the principal issues in dispute. 
Although summarization involves the 
sacrifice of argument arfd explanation 
and gives a tone of undue dogmatism to 
one’s statements, it nevertheless seems 
quite worthwhile at this particular 
time and place to present the chief 
issues of the monetary controversy. 

1. The inflationists and devalua- 
tionists, who are dominating the Gov- 
ernment’s monetary policy, contend 
that the best, or proper, or only way to 
raise a country out of a depression is to 


inflate or devaluate our currency. This 
contention rests upon unsound prem- 
ises. Business recovers from a depression 
in a normal manner when inventories 
are exhausted and costs are reduced 
below selling prices. The initial impetus 
comes from producers, and there is 
nothing that consumers can do to 
generate a recovery or a rising price 
level. 

There is no known way to increase 
consumer purchasing power except 
through an increase in employment, 
wages and salaries; and aside from 
what the Government may provide 
directly, this increase in purchasing 
power must come from the activities of 


In theory a plan may be perfect, yet encounter difficulties in 
operation. The rational reactions of human beings to infla- 
tionary and deflationary programs make control impossible 
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In Bold Relief 


The 


producers. When inventories are ex- 
hausted, producers start their wheels 
turning to fill the orders which are still 
coming through in a persistent, though 
declining, volume. This renewed activ- 
ity provides additional employment and 
increases the purchasing power of 
consumers. These employees receive 
payment at once for producing goods 
which will not reach the market until 
later, and the money. received is spent 
for a declining volume of goods pro- 
duced in the past. This means a relative 
increase in demand as against the 
available supply of goods, and this 
turns the flywheel of business off center 
and starts business on the road to 
recovery in a cumulative manner. 

Any program which assumes that a 
sound recovery can be generated in any 
other manner is unsound. The question 
of inducing such a recovery is not one 
affecting the currency, and it is for this 
reason that the assumption that cur- 
rency tinkering is the proper way to 
revive business has no justification in 
economics. 

2. The related assumption of infla- 
tionists and devaluationists that there 
is some way by which additional money 
and purchasing power can be put into 
the hands of consumers directly, except 
in so far as the Government employs 
people, also rests upon unsound ground. 
Money and credit flow into circulation 
as business increases and contract 
when business contracts. And prac- 
tically all currency reaches consumers 
through the intermediary of the pro- 
ducers. When inflationists and deval- 
uationists assume that there is some 
means by which they can put additional 
currency in the hands of consumers 
directly, one scrutinizes their argu- 
ments in vain for an explanation as to 
how this is to be accomplished. 

3. Inflationists and devaluationists 
fail to understand that what they 
advocate is an unsound rise in the price 
level, and that the alternative is a 
sound business recovery and a sound 
rise in the price level. Many of them 
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assume that we must support their 
particular brand of rising prices or face 
national bankruptcy. Their trouble 
usually lies in the fact that they have 
no adequate or correct appreciation of 
the nature of inflation. Most of them 
subscribe to Professor Warren’s state- 
ment that “the effect of a rising price 
level is the same regardless of cause.’ 

Every thoughtful person should know 
that when a price level rises as a result 
of currency inflation, the rise is due to 
the reluctance of sellers to sell except 
at the prices which they think will 
prevail when they must replace their 
stock of goods, and to the anxiety of 
buyers to buy in an effort to protect 
their incomes in every way possible 
from the despoiling effects of inflation. 
Buyers increase their purchases because 
of fear and not because of confidence 
nor because their purchasing power has 
been increased appreciably. This re- 
action to rising prices tends to exhaust 
their incomes rapidly, and sends them 
headlong on the road to poverty, 
distress and disaster. 

A sound recovery, on the contrary, 
is generated by increased consumer 
purchasing based upon an enlarged 
purchasing power, which, in turn, rests 
upon the renewed activities of pro- 
ducers. Buying rests upon confidence, 
not fear; and the price level rises 
because of the increased buying based 
upon confidence. Such a rise in the 
price level is sound, and it is the only 
kind which need not, of necessity, 
culminate in liquidation and disasters. 
A rise in the price level caused by cur- 
rency inflation invariably leads to 
disasters. To oppose inflation, therefore, 
does not mean that one cannot advocate 
a sound rise in the price level based upon 
a sound business recovery. To recom- 
mend currency inflation as a means of 
inducing recovery is tantamount to 
recommending further disasters, for 
the reason that inflation, by its very 
nature, carries within itself the seeds of 
disaster. 

4. The assumption of inflationists 


Mistakes of Inflaters 


Whenever the medicine salesman came to town he aroused 
hope and expectancy 


and devaluationists that there is a 
scarcity of money is false. On Decem- 
ber 6 we held $4,323,000,000 of gold 
with the price level at 72 on the basis 
of 1926 as 100, whereas in May, 1920, 
when the price level was 163 on the 
basis of 1926 as 100, we held only 
$2,856,000,000 of gold. The problem is 
to induce activity among producers; 
and when they renew their activities, 
the necessary money and credit will 
flow into circulation. Considering our 
present holdings of gold, we could have 
a price level far higher than any we 
have ever had in our history. On this 
score, therefore, the arguments for 
inflation and devaluation are fallacious, 
and tinkering with the currency merely 
fills business men with a feeling of 
uncertainty and insecurity and delays 
business recovery. 

5. The related assumption that there 
is some sound way to force additional 
currency into circulation and keep it 


there also is false. In the spring months 
of 1932 the Federal Reserve banks 
purchased $1,100,000,000 worth of Gov- 
ernment securities in the open market 
in an effort to force additional currency 
into the market, to stimulate buying, 
and to raise the price level. But the 
policy was ineffective. Currency will 
flow into circulation and remain there 
when business activity increases; and 
the theory that an increased supply of 
currency induces recovery is merely a 
case of placing the cart before the 
horse. Inflation or the fear of inflation, 
of course, will raise prices; but, as 
already pointed out, this is an unsound 
procedure and leads to disasters. 

6. The assumption that a devalua- 
tion of the currency is desirable or was, 
at the outset, necessary is groundless. 
Our gold supply is excessive if we 
compare it with preceding periods, 
therefore the trouble cannot lie there. 
But when (CONTINUED ON PAGE 50) 
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Deposit Insurance, 
First Phase 


Washington, D. C. 


HE Federal Deposit Insurance 

Corporation commences business 

on January 2, 1934, with a muffled 
report rather than the resounding 
éclat anticipated. Whatever expecta- 
tion there has been that it could be 
inaugurated as a clearly cut organiza- 
tion has been merged into a struggle 
to save banks. The dead line which 
was originally set for December 15 has 
been moved forward into the rather 
indistinct region of practical possibili- 
ties. With this shifting of lines has come 
a shifting of plans if not of policies. A 
list of banks which have qualified for 
membership in the fund will be pub- 
lished by the Corporation on the first 
business day of the New Year, but 
with that list will be an announcement 
that the list is not final and that it will 
be added to as other banks come into 
the insurance system. 

“No bank has been finally rejected,” 
Walter J. Cummings, Chairman of the 
Board, tells the JouRNAL. “We are 
making it possible for every bank, not 
in a hopeless condition, to qualify for 
the insurance fund. It will be impossible 
for some time after the New Year to 
give final figures, for the final rush for 
membership in the fund has been so 
great that it will be some time before 
late applicants can be examined and 
their qualifications passed upon. 

“Another thing,’ continued the 
Chairman of the Board, “‘we do not 
intend to allow banks to enter the 
system which are going to fail. We are 
not going to permit them to fail. 
Banks whose assets are sufficient to 
cover their deposit liability are insur- 
able under the law. We intend to have 
more than that. They must be sound. 
What all this agitation about preferred 
stock in non-member banks is about is 
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Including an Interview with Mr. Walter 
J. Cummings, on the Groundwork of the 
Federal Deposit Insurance Corporation 


that banks whose capital has been im- 
paired or which are otherwise in a weak- 
ened condition shall receive enough 
new capital from the R.F.C. to make 
them absolutely sound; and they will 
be kept sound.” 

He added, with some significance: 

“Banks which are members of the 
Federal Reserve, of course, enter the 
system automatically. We have to as- 
sume, for the purposes of the temporary 
insurance fund, that they are qualified. 
When it comes to the permanent system 
that will be a different matter.” 


UP TO NOW 


THE situation of the deposit insur- 
ance enterprise as it opens for business 
can best be understood by a review of 
the course of its organization and es- 
pecially the activities of the authorities 
in the last two weeks of the old year. 
When the organization of the tempo- 
rary fund was inaugurated around the 
first of September the Corporation 
sent application blanks to 10,704 non- 
member banks of all kinds, including 
mutual savings and Morris Plan banks. 
Of the latter, only 126 were eligible 
under the law and the rest were thus 
eliminated. The 10,704 banks also 
included 1,529 state non-member banks 
operating under restrictions—in other 
words in the hands of conservators. 
These banks also were practically elimi- 
nated. Between the Deposit Insurance 
Board’s call and the middle of Decem- 
ber 152 non-member banks went into 
receivership. 


Eliminating all institutions not really 
eligible there were some 8,627 banks, or 
thereabouts, which, it was considered, 
ought to be in the system. Up to 
December 15, the first dead line date, 
7,520 of these banks had applied 
for membership and 7,204 had been 
examined on behalf of the Corporation. 
The examination had disclosed that on 
an average 83 per cent of the banks 
were eligible, 5 per cent doubtful and 
12 per cent ineligible in their present 
condition. The situation then was, 
roughly, that about 1,100 banks had 
not applied for membership, 900 banks 
were ineligible and 375 in a doubtful 
position. Something had to be done 
about the situation and something was 
done. 

Thereupon ensued an intensive cam- 
paign, the like of which has never been 
seen in the banking annals of the 
United States. Every effort was made 
by letter, telegraph, telephone and 
personal interview to induce all banks 
to apply for membership in the system 
and to enable all of them to qualify. 
Whenever the position of a bank was 
shown to be doubtful its situation was 
immediately put before the committee 
of the R.F.C. having the matter of 
preferred bank stock in charge, and 
since Chairman Cummings of the In- 
surance Corporation was a member of 
the R.F.C. committee the contact 
was immediate and the action prompt. 
Where the bank was in a position to 
issue preferred stock, capital notes or 
debentures or to borrow upon preferred 


TEMPORARY DEPOSIT INSURANCE 


By HONORABLE J. F. T. O°>CONNOR 
Comptroller of the Currency 


THE New Year will bring many banking changes. 
The Banking Act of 1933 provides for temporary 
insurance of bank deposits of all banks which become 
members of the fund up to $2,500. This feature of 
the Act should strengthen the banking system in 
three ways: 

First, each depositor will feel secure in his deposits 
and this restored confidence should bring large 
amounts of money out of hoarding. 

Secondly, false rumors will no longer keep bank- 
ers in fear of heavy withdrawals by depositors and, 

Thirdly, a high degree of bank liquidity will not be 
so necessary. 

The insurance of bank deposits will, no doubt, at- 
tract from the postal savings banks a large part of 
$1,187,183,373 on deposit in these banks as of June 
30, 1933. The Banking Act of 1933 prohibits the pay- 
ment of interest on demand deposits. Member banks 
of the United States during the past five years paid 
$1,230,242,000 interest on demand deposits, or an 
average of $246,048,500 per year. Can you visualize 
the strength of our banking system if this amount of 
money had been placed in a fund for insurance of 
bank deposits? Double liability has been eliminated 
on all shares of national bank stock issued after the 
passage of the Act. The discrimination, therefore, 
between bank stocks and other forms of investment 


has been removed. The liability of a shareholder has 
been changed from an uncertain and _ indefinite 
amount to the amount registered on the share of bank 
stocks. Other constructive features are found in the 
Banking Act of 1933. 

Immediately following the banking holiday in 
March, 1933, there were 1,429 unlicensed national 
banks. Up to December 14, national banks to the 
number of 481 were reopened with deposits of 
$520,962,000 ; 137 liquidated voluntarily, represent- 
ing $222,855,000, and during the same period 308 
were placed in receivership, representing $861,246,- 
000. On December 14, there were 510 banks remain- 
ing unlicensed, but, of these, 365 had plans approved 
for reopening and 131 had plans disapproved, while 14 
had plans under consideration. This has been accom- 
plished in the rather brief period of slightly over nine 
months. 

The Reconstruction Finance Corporation has pur- 
chased many millions of dollars of preferred stock, 
capital notes and debentures to strengthen the capital 
structure of banks. A special liquidating committee 
appointed by President Roosevelt has distributed 
many millions of dollars to depositors. 

This is the record; this is the actual accomplish- 
ment. We are justified in saying that the night is past 
and the morning dawns. 


stock, the R.F.C. promptly agreed 
to make the purchase. “We have ac- 
cepted these R.F.C. commitments as 
satisfactory,” says Chairman Cum- 
mings, “‘whether the actual transaction 
has been completed or not. We know it 
will be and that is all that is necessary.” 
Moreover these R.F.C. advances have 
not been merely sufficient to enable 
the banks to qualify. They have been 
large enough to make them strong. 

Under this intensive campaign the 
number of banks which have failed to 
apply for membership in the system has 
been rapidly reduced. Until the final 
figures are in, sometime after the New 
Year, it cannot be known how many 
banks will remain out of the system 
or how many banks have failed to 
qualify. The expectation of the authori- 
ties is that the latter may be held as 
low as 300, perhaps no more than half 
that number. 

Contrary to an impression which has 
developed among many bankers in the 
closing days of the organization of the 


insurance fund, liquidity remains a 
secondary question in the matter of 
eligibility. “‘We are adhering to the 
original proposition,” says Mr. Cum- 
mings. “So long as a bank has good 
assets sufficient to meet its deposit 
liabilities it is accepted. Its assets may 
be slow but they must be good. We ac- 
cept real estate mortgages as sound 
assets if they are for a reasonable 
amount on good property. Of course, 
we cannot accept such assets as bonds 
at what a bank paid for them or at their 
face value. We can only accept them 
at their market value.” - 

According to a survey by the Federal 
Reserve banks conducted last May, 
23.7 per cent of all deposits in member 
banks are in accounts of $2,500 or less 
—the limit of insurance under the 
temporary system of insurance—al- 
though these accounts represent the 
deposits of 96.5 per cent of the number 
of depositors. If this ratio can be relied 
upon the aggregate deposits actually 
insured under the temporary plan, 


assuming total deposits in the insured 
banks are around $37,500,000,000, as 
indicated by the latest returns, would 
be only $8,887,500,000—considerably 
less than a third of the $29,000,000,000 
or so which, according to estimates, 
would be insured under the permanent 
system. 

The temporary system also involves 
much less capital contribution on the 
part of the banks. Apparently the new 
system starts with a capital of a little 
less than $350,000,000. The Federal 
Treasury has subscribed $150,000,000 
as the Government’s share. The Federal 
Reserve banks have subscribed about 
$139,000,000—half their surplus—as 
their share. If the ratio of individual 
deposits of $2,500 or less noted in 
member banks in the Federal Reserve 
would hold good for all institutions the 
banks would be called upon for only 
$44,450,000—one-half of 1 per cent 
of the insured deposits, only half of 
which is payable on entry into the 
system. — GEORGE E. ANDERSON 
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CONGRESS 


INTERNATIONAL 


Still England. George V and 
Mary, Queen, ride in a very 
old carriage to open Parliament 


Still Congress but a New U.S. Workmen 
get the Senate Chamber ready 


: 
KEYSTONE INTERNATIONAL 
Vox Populi. Senator Thomas and Father Coughlin at Madi- Vox Populi. Al Smith, whose frank ridicule of gold and 
son Square Garden, New York. The priest praised the Presi- monetary heresy angered the politically powerful Michigan 
dent’s monetary policy and urged boycott of opposition priest, Father Coughlin 

newspapers 


Preparations. For weeks in Washington 
sponsors of various bills have been get- 
ting their babies ready for the parade. 
Secretary Wallace, Senator Copeland 
and Dr. Tugwell are interested particu- 
larly in the bill, introduced last June, 
to supplant the Food and Drugs Act 
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Inflation 


Fantasy 


T would appear that most of the 
| various types of inflationists have 
at least one thing in common. It is 
that they base their main position on 
the matter of social justice involved in 
respect to the debtor whose situation 
has been rendered difficult by a violent 
change from a high to a low price level. 
The theory is that, if a productive 
borrower, such as a farmer who borrows 
$1,000 on his farm when the price level 
of his output is 100, has to pay it back 
some years later when the price level 
of his output has sunk to 50, then he, in 
effect, is forced to work twice as hard or 
twice as many hours to pay back the 
$1,000. In fact in a great many cases 
he is not able to turn out and sell 
enough of his commodity to produce 
enough dollars to meet the payments 
on his debt, and he is therefore ruined 
and loses his farm. 

The inflationists say that this is a 
grave social injustice, that the nation 
owes it to debtors caught in this jam to 
take measures to protect them, and 
that the way to do so is simply to put 
back the price level to about the same 
place where it was when they incurred 
their debts. Within limitations this 
view is justified. 

However, the thing is not so simple 
as this. The remedy is too easy to be 
true. For one thing it overlooks the 
fact that relatively a small proportion 


Social Justice— Debtors— Specula- 


tors—Creditors— Wage Earners—Life 


Insurance Beneficiaries—Price Levels 


—and a Politically Managed Currency 


By 
GURDEN EDWARDS 


of the people are debtors strictly of the 
type really entitled to the special 
consideration on the basis of social 
justice that is indicated in the simple, 
clear-cut case as stated. Debt con- 
tracted imprudently or for speculative 
purposes is not entitled to be socialized 
any more than other kinds of mistakes. 
Many farmers over-expanded or bought 
acreage at unreasonable prices with 
borrowed money as a speculative rather 
than as a productive operation. 


ONE-SIDED SOCIAL JUSTICE 


SPECULATIVE purchasers of lands 
on margin fundamentally are no more 
entitled to relief at public expense than 
are speculators who bought stocks or 
commodities on margin, planning to 
make a speculative as distinguished 
from a productive profit. Ordinarily 
there is nothing illegitimate in any 
of those attempts to make money by 
worrying instead of working—neither 
do they call for special acts of public 
charity, such as a nation owes to those 
disabled in fighting its wars. For it is 
basically true that depreciation of the 
currency through inflation is a tax upon 
present holders of money, or obligations 
payable in money, to the extent 
to which the money is depressed in 
value below that at which it was 
accepted by them. 


Forsaking the soap box for the micro- 
phone, local orators nowadays find 
larger audiences for their inflation talk 


Again, this theory of one-sided social 
justice overlooks the fact that a great 
many of the present holders of mort- 
gaged lands were not the original 
borrowers but are persons into whose 
lap these properties have fallen as a 
result of the original borrowers’ losing 
their homes and farms. Thus, making it 
easy for the present “debtors,” who 
frequently in fact simply bought up 
distressed property, to repay the mort- 
gages, would merely add to the exorbi- 
tant profits that they stand to make 
ultimately on the land. The original 
debtors have often passed out of the 
picture through loss of equity and are 
beyond relief so far as that is concerned. 

Again, this supposedly simple remedy 
of raising prices by currency inflation 
overlooks the fact that the monetary 
mechanism is highly complex, and 
tinkering with it sometimes produces 
unexpected and unpredictable results. 
The spread between the relative price 
levels of the things the farmer has to sell 
and the manufactured products he has 
to buy may be seriously increased 
against him when it happens, as is now 
the case, that raw agricultural products 
are in a state of great world over-supply 
and therefore their prices move more 
slowly than those of manufactured 
products, in which inventories are low, 
restriction of output is controlled and 
prices rise. (CONTINUED ON PAGE 46) 
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By GILBERT T. STEPHENSON 


The Protection of 
Uninvested Trust Funds 


7 HICH is the better method of 
protecting uninvested trust 
funds—the statutory or judicial 

declaration of preference, or the deposit 

of securities? The statutory declaration 
of preference would seem to be the 
preferable method in that it puts every- 
body on notice that, within the terms 
of the statute, all trust funds on deposit 
are preferred claims, and eliminates all 
questions arising from the fluctuation 
of the securities on deposit and the 
necessity of keeping on deposit enough 
securities at all times to cover a con- 
stantly fluctuating trust bank balance. 

From the standpoint of the general 

bank depositors, it really makes no dif- 

ference whether the trust deposits are 
protected by statutory declaration of 
preference or by securities; in either case 

(if the securities are equal in amount to 

the trust deposit) their claims are post- 

poned to the full satisfaction of the 
trust deposit. 

The full protection of uninvested 
trust funds, either by preference or by 
deposit of securities, is so nearly general 
throughout the nation, in both national 
banks and state banks and trust com- 
panies, that it would be distinctly ad- 
vantageous, it would seem, if the few 
remaining states at the next sessions of 
their legislatures could enact statutes 
specifically covering the subject of 
protecting uninvested trust funds. 

The following are some of the typical 
state statutes requiring either deposit of 
collateral or declaring uninvested trust 
funds to be special deposits: 

In California, trust funds shall not be 
used in the conduct of the business of 
the bank or trust company unless such 
funds are deposited with the savings 
department or the commercial depart- 
ment of the same corporation or asso- 
ciation, in which case such funds are 
protected by a deposit of securities, the 
amount of which is graduated according 
to the amount of trust funds so de- 
posited. It should bé noticed that trust 
funds must be deposited in the banking 
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department and protected by deposit 
of securities or else held as special de- 
posits and unavailable for the uses of 
the bank or trust company. 

Tennessee requires that funds de- 
posited in a bank or trust company 
awaiting investment shall be carried in 
a separate account and shall not be used 
by the bank in the conduct of its busi- 
ness unless it shall first set aside, in the 
trust department, United States bonds 
or other securities approved by the 
bank commissioner. 

Under the New Jersey statute, also, 
a bank or trust company may deposit 
trust funds in its own banking depart- 
ment in a separate account, but such 
funds shall not be used by the bank or 
trust company in the conduct of its 
business unless it shall first set aside, in 
its trust department, United States 
bonds or other securities approved by 
the commissioner of banking and in- 
surance both as to the amount and 
character thereof. 

The Oregon statute is still more 
specific. It provides that funds de- 
posited or held in trust by any bank or 
trust company awaiting investment 
shall be carried in a separate account 
and shall not be used by such bank or 
trust company in the conduct of its 
business, unless it shall first set aside in 
its trust department an equivalent 
amount of bonds or securities eligible 


for the investment of trust funds. “In 
the event of the failure of any such bank 
or trust company,” the statute con- 
tinues, “the several owners of the funds 
held in trust for investment shall have 
a lien on such bonds or other securities 
so set apart in addition to their claim 
against the estate of such bank or 
trust company.” 

Under the new Pennsylvania banking 
law a bank or trust company may de- 
posit uninvested trust funds in the 
banking department of another bank 
or trust company but, if it deposits 
them in its own banking department, 
there “shall be pledged or hypothecated 
by such bank and trust company, with 
the trust department of the bank and 
trust company acting as fiduciary, 
interest-bearing bonds or other obliga- 
tions of the United States or of the 
Commonwealth of Pennsylvania, or 
such other securities as may be ap- 
proved by the department. The par 
value of the bonds, other obligations, 
or securities, so pledged or hypothecated 
to secure such funds, or the market 
value if such market value is less than 
the par value, shall at all times be equal 
to an amount not less than the funds so 
used or deposited. If the bank and 
trust company which has put up such 
collateral should fail or be taken in 
possession by the department, the 
estate from (CONTINUED ON PAGE 48) 


FULL protection for uninvested trust funds on deposit in 
banks is likely to claim special attention at the next 
session of the legislatures of several states. In general, 
there are two methods of protecting uninvested trust funds 
on deposit. One method is to have them declared by 
statute or court decision to be special deposits or preferred 
claims which take priority over general bank deposits or the 
claims of general creditors. The other method is by requiring 
the bank or trust company to deposit collateral equal in 
amount to the deposit of trust funds. 


Another Month’s Changes 
In the Status of Gold 


In December the JOURNAL carried an article summarizing de- 
velopments of this year affecting the legal status of gold in the 
United States. In the following article the history is resumed 


Compiled by HERBERT M. BRATTER 


October 21 to November 14 
Gold Advances Steadily 


Unbroken advance in R.F.C. price of 
gold for more than three weeks. 


November 2 
Gold Reported Bought in Paris 


Unofficially reported that the Ameri- 
can Government commenced purchases 
of gold in Paris. Since secrecy concern- 
ing the day-to-day operations was an- 
nounced to be a policy of the R.F.C., 
the purchases could not be confirmed. 


November 3 


R.F.C. Notes Issued; 
Individuals Order Gold 
from Europe 


First public offering of R.F.C. notes, 
Series of February 1, 1934, made, a 
New York firm announcing the offering 
of $2,128,743.88 of those certificates at 
a discount of 34 of one per cent per 
annum, or % of one per cent more than 
that paid the R.F.C. by U. S. gold 
producers. 

Press reports from London indicate 
no knowledge in bullion circles there of 
any gold purchases for American Gov- 
ernment account. From Paris, report 
that November 2 purchases there 
totaled about 2,000,000 francs, and 
November 3 purchases even less. 

The same day a New York brokerage 


Acid is applied in testing gold by the 
stone method 


firm announced that private American 
corporations and individuals had placed 
orders with it for the purchase abroad 
of a total of 40,000 ounces of gold to be 
imported and exchanged for R.F.C. 
certificates. 


November 4 


Question Raised Regarding 
Imported Gold 


Newspaper reports attribute to of- 
ficial quarters the statement that gold 
privately purchased abroad will not be 
purchased by the official agencies at 
more than $20.67 per fine ounce. 


November 6 


American Gold Purchased 
Totals $2,800,000 
The R.F.C. was reported to have 


stated that $2,800,000 had been paid 
out for American gold. 


November 7 


Uncertainty as to Status of 
Imported Gold 


Reported in the press that R.F.C. 
Chairman reiterates he knows of no 
reason why individuals or corpora- 
tions may (CONTINUED ON PAGE 63) 
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Gold and Silver 
On the Capitol Doorstep 


On December 2 the President 
ratified last June’s London silver 
agreement (September JOURNAL). 
Government to coin half newly- 
mined domestic silver, other half 
to be held in Treasury as seignior- 
age. Silver price, 6442 cents an 
ounce. 


have suspended the gold 
standard. At the moment, then, 
that metal is not our standard of 

value. But we do intend to stabilize our 

currency. And most persons think that 
the dollar will in the future again have 

a fixed gold content. 

Gold, particularly, will be a subject of 
discussion on Capitol Hill. Will prompt 
revaluation satisfy the inflationists? 
Can we do away with gold, altogether? 
If we are not to discard it, should we 
supplement it? These are questions for 
the Congress. As a nation we cling to 
our $4,000,000,000 stock of gold. If 
anything, we regard the yellow metal as 
more valuable than ever, even though 


Gold: it is constantly being mined 
here by the hydraulic method 


the efficiency of the old gold standard 
has been seriously questioned. That 
standard has been tried and found 
wanting; hence its present plight. It did 
not keep us from depression; hence, 
some think, it may have helped cause 
the depression. They would mend the 
gold standard, somehow. Perhaps with 
silver. 

The chief criticism of the gold stand- 
ard has been that it has offered no way 
out of the “maldistribution” evils. The 
system has become one-sided. It has 
experienced a “list to starboard”. No 
gold-standard gyroscope is known that 
will guarantee the stability of the 
world’s currencies for more than a brief 
time. How are we to correct the list 
without leaning too far to “ port’? Shall 
we take on some silver as ballast? 

We are interested in American prob- 
lems first and world problems secondly. 
In so far as this country alone is con- 
cerned, there seems to this writer to be a 
plethora of gold in the reserves. De jure 
devaluation of the dollar, such as fixing 
the price of gold at, say, its present 


NESMITH 


LIGHT-WEIGHT HYPNOTISM. 


**Coin’’ Harvey was a famous advocate 
of certain types of inflation, bimetal- 
lism and free coinage of silver in the 90’s 


premium, would entail revaluation of 
our entire national hoard of the yellow 
metal. The 4,000,000,000 gold dollars 
now held by the Government and 
Federal Reserve System would be given 
a nominal value of many hundreds of 
millions more. We should then have 
more than enough gold for our internal 
needs. But, even if this were not done, 
our gold supply at its present nominal 
value of $20.67 per ounce is quite suffi- 
cient to bear a currency and credit 
superstructure larger than we had 
erected in gay 1929. Surely that was a 
sufficiently inflated structure, although 
we did not then regard it as inflated. 
As to the world as a whole, particu- 
larly Europe and South America—for 
we must have an eye to the external 
factors—“ maldistribution” of gold and 
its consequent scarcity in some coun- 
tries can be remedied by the United 
States only through the exportation or 
earmarking of our own bullion supply. 
Are we willing to share our gold with the 
world? And, if we do, will it cure mal- 
distribution? Maldistribution of gold 
has certainly caused much trouble. But 
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By HERBERT M. BRATTER, 


Who Summarizes Here in Simple Terms 


The Proposition Before the Coming Congress 


“COIN” THE DUNCE. 


These cartoons are from Sound Cur- 
rency, a periodical contemporary with 
Mr. Harvey and other monetary fanatics 


this maldistribution has been, first of 
all, a result of economic law in action. It 
is a symptom rather than a cause. How 
maldistribution is caused may be 
readily explained. 

When a country is on the gold stand- 
ard it must keep its money “as good as 
gold’’. That it can do only by redeeming 
its money, directly or indirectly, in gold. 
If the balance of international pay- 
ments requires outpayments greater 
than receipts, in such a country foreign 
exchange tends to go to a premium. 
Such country’s currency is, abroad, 
accepted only at a discount, unless that 
country has a gold supply upon which it 
can draw. For one reason or another, 
various countries have exhausted their 
gold resources in attempting to meet 
their foreign obligations. Their gold was 
taken by other countries. Thus, while 
the amount of monetary gold in the 
world has increased in total, some 
countries have been stripped of it, while 
some others have more than they really 
need. 

One question Congressmen will con- 
sider is whether we need more gold, or 


more dollars than we have. Hand to 
hand circulation of gold in this country 
is no doubt a thing of the past. This 
change, of itself, means a considerable 
economy of gold. It hardly requires any 
further attention from Congress. 

The size of the gold dollar is a more 
important question before our legisla- 
tors. They will consider whether we 
should make a further change in the 
amount of gold that is called “one 
dollar”; whether a dollar of gold shall 
serve as a basis for X dollars of currency 
and credit, as now; or for X plus Y 
dollars of currency and credit. Whether 
we do this by lowering our reserve ratio, 
by making bonds eligible as reserve 
material or by issuing fiat money— 
these are but different means to the 
same end—inflation. Another possibil- 
ity is silver. 

The main argument being made for 
the greater use of silver as currency is 
the inflationary one that such a step 
would broaden our 
monetary base. 
Those interested in 
silver claim that 
inflation through 
the remonetization 
of the white metal 
would be a “safe” 
inflation, because 
nature has limited 
the amount of 
metal in the earth, 
and unlimited pa- 
per money infla- 
tion would be 
avoided. 

If one agrees that 
there exists no 
shortage of mone- 
tary gold at this 
moment, butsimply 
the ill effects of 
gold “ maldistribu- 
tion” abroad, then 
the argument that 
gold needs to be 
supplemented here 
by silver loses its 


force. In the United States there is 
certainly enough “metallic base” under- 
lying our currency for a considerable 
time to come. At present we have all the 
currency we need. Many of us, individu- 
ally, do not have all the purchasing 
power we should, or would, have. But 
“currency” and “purchasing power” 
are not the same. If we acquire purchas- 
ing power through selling our goods or 


- services to others, we can convert it into 


currency. But inflation of the currency 
by arithmetic alchemy will not bring 
about an equable redistribution of pur- 
chasing power. It will put “two dollars” 
where there is now but one. But it will 
not put even one dollar in an empty 
pocket. Hence, it is not clear how in- 
flation can be a desirable thing for this 
country. However, assuming that the 
strong sentiment for inflation known to 
exist has its way, and that we are to 
have some form of currency inflation, 
there is a (CONTINUED ON PAGE 48) 
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EPOSIT insurance is here, whether 
we like it or not. Unless the law 
is modified, as we confidently 

believe it must be ultimately, it will 
become the outstanding change in bank 
operation. With the general public it 
looms up as perhaps the most significant 
feature of the Banking Act of 1933, and 
perhaps the most misunderstood. 

Presumably, the enforcement of de- 
posit guaranty by law is intended 
among other purposes to restore and 
maintain public confidence in the banks, 
to bring into the banks money that 
might otherwise remain in hiding, and 
thus to put depositors’ funds at work, 
through banking channels, in produc- 
tive activity. We need not discuss for 
the moment the disturbing question of 
the practicability of the deposit insur- 
ance scheme, and the inherent danger 
of requiring careful, conservative banks 
to underwrite the bad loans of careless 
and inefficient banks, which is what 
deposit insurance must resolve itself 
into. Time will develop the answer to 
those questions just as it has already 
done wherever deposit insurance has 
been tried in the United States. Eight 
times, to be exact, and the answer has 
always been the same—failure! 

Too often a polite, but stony, attitude 
of doubt greets the banker who tries to 
explain that deposit insurance is im- 
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practicable and unworkable. He is told 
in more or less good humor that his 
attempt to alibi himself out of his re- 
sponsibility to depositors is too trans- 
parent, and that he’d better make up 
his mind to accept the deposit guaranty 
idea and to like it. Instead of defensive 
argument, let us ask ourselves some 
questions. For example— 

Will deposit insurance bring hoarded 
money into the banks? 

Will it speed up recovery? How? 

Will it restore the kind of confidence 
really needed to accelerate prosperity? 


FEAR? 
PRIMARILY, deposit insurance is an 
antidote for fear. It was embodied in 
the Banking Act of 1933 largely, 
though not entirely, on that basis. In 
concept and in exploitation it has been 
dealt with by its advocates as a means 
of building confidence. Admittedly, 
last March the psychology of fear 
dominated the public mind; and it was 
fear manifested in the wholesale with- 
drawals of deposits that in large 
measure brought about the situation 
culminating in the national bank 
holiday. 

But this is not March, 1933. The 
fear, which deposit insurance is intended 
to allay, no longer exists; and the 
patient—in this case, the banking 
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Without Doubt Proceed 


By 
O. HOWARD WOLFE 


Mr. Wolfe recently expressed his views 
on the banking situation verbally to a 
friend. The JOURNAL felt that they were 
of great worth and importance and per- 
suaded him to dictate them in the form 
of a statement. This article is the result 


system—has recovered from the most 
acute ailment of last March. January, 
1934, brings its own problems, but fear 
for the solvency and stability of the 
banks that are now open and operating 
is not necessarily one of them. Of 
course, there are now, and always will 
be, timid individuals to whom currency 
in a safe deposit box is more attractive 
than a bank account; but the people 
whose deposits really count in terms of 
commercial banking are not among 
them. 

For proof, let’s take a look at bank 
deposits. In total, the money on deposit 
today is enormous in relation to the 
volume of general business being done. 
Yet, how many strong banks are there 
in operation today, whose deposits are 
appreciably diminished by reason of 
fear on the part of potential depositors? 
And conversely, how many banks are 
there in operation today, whose de- 
posits may be appreciably increased by 
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the abolition of fear through deposit 
insurance? Very few, if any—and that’s 
a safe answer to both questions. There 
may be a switching of deposits, but not 
an increase except as new loans increase 
deposits generally. A few months of 
deposit insurance will demonstrate 
whether or not there is any significant 
amount in hoarding. If there is no great 
volume—or, at least, if it does not 
come out of hiding in response to the 
guaranty—then of what use will de- 
posit insurance be as a stimulus to 
business activity? 

Suppose, however, that millions of 
dollars come out of hiding and into the 
banks shortly after January 1. What 
will the banks do about it? Will these 
new deposits go into productive activity 
through means of commercial loans? 
Will general business, too, be stimulated 
through the release of this additional 
capital into commercial channels? It 
would be heartening, indeed, if there 
were any reason to look for such a 


result, but bankers must face the fact 
that additional deposits are likely to 
be an embarrassment rather than a 
help, as conditions stand. The truth is 
that deposit insurance cannot and will 
not create the kind of confidence so 
badly needed just now. 


THE ANSWER 


WE need commercial confidence in the 
present situation rather than bank 
confidence. We do not particularly need 
new depositors, but new and worth- 
while commercial borrowers. And that’s 
what business as a whole needs, too— 
men and concerns to borrow money 
with which to expand operations, in- 
crease facilities and create new enter- 
prises. How many responsible borrow- 
ers are asking for loans today for 
commercial and industrial use? The 
unloaned deposits lying inactive in bank 
vaults all over the country give the 
answer. 

We’re told that there’s a lag in the 
forward push to prosperity. It’s inti- 
mated here and there that perhaps the 
banks are somewhat to blame and that 
they are not cooperating as they should, 
particularly in the matter of loans. 


Straight thinking and sound action by bankers 
will help immeasurably. This is no time to be 
confused by the inferences of deposit insurance 
or by loose talk about lack of confidence in 
banks.—The Author. . . 
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Since bank earnings normally reflect 
the business activity of the communities 
they serve, the suggestion that the 
banks are intentionally retarding busi- 
ness recovery is obviously too absurd 
to require answer. If it is true that 
business improvement is being delayed 
at this stage, it is not because the public 
lacks confidence in the banks or because 
the banks are unwilling to do their part 
in legitimate commercial financing, but 
because there’s a lack of confidence on 
the part of the business man, the man 
who is willing to take a chance if he can 
see a reasonable opportunity for a 
profit. 

Governmental regulation of business 
and industry doubtless has its helpful 
function in the economic scheme of 
things as they now exist. There is need, 
of course, to curb unfair competition 
and cut-throat practices. But business 
needs vision, courage and initiative 
every bit as much as it requires legal 
restraint and overlordship. The pro- 
ponents of a new economic and social 
order may smile at what we have been 
accustomed to calling rugged American 
individualism, but so far they have 
offered no practical substitute for it. 
To whom shall we look to carry for- 
ward our business progress, if not to the 
man who is willing to back his judg- 
ment with his money or his credit? 

Therein lies the kernel of the recovery 
problem for banks, for the business and 
industrial community, and for the 
country at large. The business man 
must have (CONTINUED ON PAGE 67) 
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GLOBE 

TAXES. Acting Secretary of the Treasury Morgenthau, whose proposals for re- 

pairing the income tax law and closing loopholes in the schedules have been sub- 
mitted to the House Ways and Means Committee 


BANK REFORM. 


Winthrop W. Ald- 
rich, President of 
the Chase National 
Bank, who urged a 
“banking system 
wisely made and 
coordinated”? in a 
detailed statement 
to the Senate Bank- 
ing Committee 


NRA. Donald R. 
Richberg, General 
Counsel of the 
NRA, who dis- 
closed to the Na- 
tional Consumers’ 
KEYSTONE League that the 
Recovery Act had 
not ‘*‘changed 
human nature’”’ 


INTERNATIONAL KEYSTONE 


DEPOSIT INSURANCE. Walter J. Cummings, who AAA. Chester Davis, former chief of the Crop Production 

has served as Chairman of the FDIC during the Section, AAA, who succeeded George N. Peek as Agricul- 

extraordinarily difficult months of its preparation tural Adjustment Administrator, following a collision 
and organization between Mr. Peek and Dr. Tugwell 
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1933-34 Dollars 


HE United States Government owes about $23,- 

000,000,000. Probably more than half of this 

sum is Owing indirectly to bank depositors, in- 
surance policy holders and beneficiaries under trusts, 
on interest bearing securities held by various institu- 
tions. The total figure was increased by approximately 
$3,000,000,000 in the fiscal year ended June 30, 
1933, and probably will rise during the current fiscal 
year another $4,000,000,000. 

Meanwhile, the Government is seeking to raise 
prices to the 1926 level so that debtors can repay their 
loans in dollars of the same value as those they 
borrowed. 

At the same time the Government is continuing to 
borrow large sums from the public. Obviously it does 
not intend to repay these 1933 loans in 1933 dollars. 
Therefore, while there is no question about the sound- 
ness of Government credit, there is a fundamental in- 
consistency in this situation that can hardly work out 
to the advantage of 1933 and 1934 creditors. 


The President’s Budget 


HOWEVER, no one is likely to accuse either Presi- 
dent Roosevelt or Lewis Douglas of a disposition to 
evade issues or responsibilities. ‘‘ This will be the Presi- 
dent’s budget,” says the Director of the Budget, ‘“‘and 
I don’t want to give any details until it is presented to 
Congress.” 

This year the national budget is the President’s 
own budget in a special sense because upon the White 
House rest not only the details of taxation and ex- 
penditure, but also the decision on matters of broad 
public policy which affect the budget. 

It has been the aim of the Bureau of the Budget 
not only to prevent any increase in the public debt after 
the end of the current fiscal year, but also to make a 
start during the next fiscal year on the actual retire- 
ment of that debt. The budget recommendations, as 
submitted to the President for the year beginning the 
first of next July, provide for spending slightly less 
than $2,600,000,000. This does not include debt re- 
tirement but does include interest on the debt and a 
partial restoration of normal pay to Government em- 
ployees. The Bureau assumes that there will be an in- 
crease of 10 per cent in business activity next year over 
the current year. On the basis of current statistical evi- 
dence this is a conservative estimate. 

The estimates of revenue next year, based on a 10 
per cent rise in business activity, total $3,560,000,000, 
or nearly $1,000,000,000 more than Mr. Douglas’ 
estimate of expenditures. Of course, expenditures for 
direct relief, public works and other features of the 
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recovery program are still an unknown quantity, but 
the interest on and amortization of $2,500,000,000 of 
such expenditures are already provided for in current 
taxes. If the Bureau of the Budget has its way about 
it, the excess of revenue over ordinary expenditures 
next year will be applied to cover the balance and make 
some headway on the actual reduction of the public 
debt. 

At all events, it looks as though the ordinary budget 
would balance. Balancing revenue and expenditures 
is the task of the Director of the Budget, and it would 
appear that the task has been well performed. 

This, however, is based on the important assump- 
tion that the Reconstruction Finance Corporation will 
make no further demands on the Treasury, except 
those for which an allotment of funds has already 
been made. It must also be assumed that there will be 
no increase in the public works program, no require- 
ments of additional capital for the Federal Deposit 
Insurance Corporation and no other additional obliga- 
tions for relief or recovery. These are not minor as- 
sumptions. In fact, upon them hangs the fate of the 
budget as a balanced proposition. 

If the Reconstruction Finance Corporation de- 
mands another $500,000,000 for financing various 
relief agencies and further aid to financial institu- 
tions; if the Public Works Administration finds it 
could use another $1,875,000,000 or so; if the Civil 
Works Administration needs $350,000,000, direct 
relief another $500,000,000, the F.D.I.C. additional 
capital of $400,000,000, the C.C.C. $300,000,000, the 
T.V.A. $250,000,000, and so ad infinitum, there 
would be at least a duplication of the current year’s 
extraordinary budget appropriation. 


Higher Taxes 


THAT would mean that Congress would have to pro- 
vide another $250,000,000, in round figures, to pay 
interest and amortization upon all these huge sums 
provided for relief and recovery. This interest and 
amortization would immediately swing all guesses, 
statistics and calculations of the Budget Bureau com- 
pletely out of line with the facts. 

In short, and in fact, there is every reason to believe 
that it is impossible, at the present time, to balance the 
nation’s real budget on the basis of prospective in- 
come. This means more taxes. They are inescapable. 

Finally, we know that the budget is the President’s 
own responsibility and one cannot do otherwise than 
recognize the difficulty of his position. Not the smallest 
factor in his quandary is the certainty that in all mat- 
ters of additional relief and recovery expenditures 
Congress might insist upon doing what any executive 
would hesitate to do. 
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The Vehicle for Recovery 
Is Capital, Not Credit 


By DR. GEORGE W. EDWARDS 


The author is chairman of the department of ec- 
onomics of the College of the City of New York 


T is indeed a sad commentary that 
adherence to one of the oldest fal- 
lacies in economics today is check- 

ing business recovery. The fallacy lies 
in the failure to distinguish between the 
meaning of credit and of capital. Credit, 
on the one hand, is an intangible power 
which is created when, having con- 
fidence in another, we grant him control 
over goods and services in exchange for 
his promise to repay in the future. 
Capital, on the other hand, is tangible, 
and it results when, not spending all 
our income, we put these savings to 
some productive use. 

In times of financial difficulty there 
has always been a clamor for an exten- 
sion of the volume of credit rather than 
of capital. Colonial Massachusetts, the 
American Confederation, Revolution- 
ary France, post-war Germany, all made 
the error of trusting to credit rather 
than to capital as the means of solving 
their financial problems. In 1849 John 


Stuart Mill, writing on the importance of 
capital, made the following statement in 
his “Principles of Political Economy ”’: 

“This perpetual consumption and 
reproduction of capital affords the ex- 
planation of what has so often excited 
wonder, the great rapidity with which 
countries recover from a state of dev- 
astation; the disappearance, in a short 
time, of all traces of the mischiefs done 
by earthquakes, floods, hurricanes, and 
the ravages of war. An enemy lays 
waste a country by fire and sword, and 
destroys or carries away nearly all the 
moveables existing in it: all the in- 
habitants are ruined, and yet, in a few 
years after, everything is much as it 
was before. The healing force of nature 
has been a subject of astonishment, to 
exemplify the wonderful strength of the 
principle of saving, which can repair 
such enormous losses in so brief an 
interval. With the same skill and knowl- 
edge which they had before, with their 


land and its permanent improvements 
undestroyed, and the more durable 
buildings unimpaired, or only partially 
injured, they have nearly all the requi- 
sites for their former amount of produc- 
tion. If there is as much of food left to 
them, or of valuables to buy food, as 
enables them by any amount of priva- 
tion to remain alive and in working 
condition, they will in a short time have 
raised as great a produce, and acquired 
collectively as great wealth and as great a 
capital, as before, by the mere con- 
tinuance of that ordinary amount of 
exertion which they are accustomed to 
employ in their occupations.” 

Unfortunately the healing effect of 
capital is not being applied at the 
present time. The decline in the United 
States and in Europe in the use of capi- 
tal may be seen in the table on this 
page, showing the amount of corporate 
financing in the leading capital markets 
of the world in recent years. 


Corporate Financing in Leading Capital Markets, 1927-1933 


(1926 = 100) 


In order to facilitate a comparative analysis, the amounts are converted from dollars, pounds and 
francs into percentage figures. 


1933 (9 mos.).............. 


United States England France 
154 
160 
124 
116 
44 
82 


98 


SourcE: London Economist. 


Switzerland Netherlands 


124 90 
114 104 
137 
212 
185 
136 

73 
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GLOBE 


After a conference with the President, 
Senator Fletcher announced that if any 
revisions of the Securities Act should be 
made in the next Congress, they would 
increase the Act’s stringency, rather 
than relax it. The Senator gave the Act 
credit for having kept off the market 
what he called “Shundreds of millions of 
dollars of worthless securities.’’ Senator 
Fletcher had previously thought that 
the Act might be modified without 
essentially weakening it 


These figures show the sharp drop in 
corporate financing in all five countries. 
However, the greatest reduction has 
taken place in the United States, where 
corporate financing as compared with 
the volume in 1926 was down to 19 per 
cent in 1932, and 8 per cent for the first 
nine months of this year. These figures 
for the United States are far below the 
level in other countries. 

A more detailed analysis of statistics 
on the operation of the American cap- 
ital market over the same period dis- 
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Securities Act 


Senator Duncan U. Fletcher 


? 


Money 


Senator Elmer Thomas 


closes an even less satisfactory con- 
dition. The table shown below gives the 
amount of total financing, the amount 
of maturing obligations and the net 
change in million dollars from 1926 to 
1933. 

From these figures it is seen that 
from 1926 to 1929 the amount of total 
financing, or capital extension, exceeded 
the amount of maturing obligations, 
or capital contraction, by an increasing 
sum as seen in the last column marked 
“net change”. However, after 1929 
this net excess of capital extension 
decreased until 1933, when there was 
an actual net deficit. In other words, 
the amount of bonds paid off exceeded 
the amount of new financing, and so 
there was really a withdrawal of capital 
from the market. The United States, 
therefore, in the first nine months of 
the past year experienced a contraction 
of capital. Thus, probably for the first 
time in history a great industrialized 
state, in a period of economic stress, has 
been undertaking the task of stimulat- 


GLOBE 


Senator Thomas has submitted to the 
President a proposal whereby Congress 
would end the circulation of gold as 
coin. According to his plan, when the 
Treasury had paid with gold certificates 
for all the gold in the country at $20.67 
an ounce, the dollar would be stabilized 
at a level of, presumably, 50 per cent of 
its statutory level and the certificates 
would become redeemable in gold, but 
only in $5,000 bars. The Senator cal- 
culates a profit for the Government of 
$4,325,000,000 


ing business recovery with a contraction 
rather than an expansion of the volume 
of capital. 

A review of the financial history of 
this country shows that almost every 
business recovery since 1885 has been 
preceded by a rise in the bond market. 
With the exception of 1891 and 1921 
this has been the case. The lead of bond 
prices over business activity ranged all 
the way from one to nine months. 
The relationship between these two 
economic (CONTINUED ON PAGE 65) 


Operation of the American Capital Market, 1926-1933 


(in millions of dollars) 


Total Financing 


$ 716 
1,055 

890 

995 
1,160 
1,328 
1,092 
1,184 

1 First nine months 


Maturing Obligations 


Net Change 
$+ 6,714 


SouRCEs: Commercial and Financial Chronicle and the Wall Street Journal. 


Year 
$ 7,4 
| 9,9. + 8,879 j 
|. 4,0 + 2,695 
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The Correspondent 


Relationship Now 


A Visit with 36 Country Bankers 


By ARTHUR VAN VLISSINGEN, JR. 


THOUT correspondent bank- 

\\) ing, or something to serve the 

same purpose, the American 
banking picture would be much like a 
country dotted with small telephone 
companies, none of them connected 
with outside communities. This is a 
banking a-b-c. The free flow of funds 
from points where they are not needed 
at the moment to points where they are 
in urgent demand is what makes a 
banking system, as contrasted with a 
hodge-podge of unrelated units. Lacking 
such a system we should have financial 
chaos. 

When business stagnation forced in- 
terest rates downward many months 
ago, and therefore compelled city banks 
to lower the rates allowed on balances 
of their correspondents, mutterings were 
occasionally heard that this develop- 
ment would upset the financial apple- 
cart. When Washington decreed last 
spring that no more interest should be 
paid on demand balances—a step which 


met little opposition from the city banks 
with large country bank deposits—a 
great many bankers, more especially in 
the country, predicted that city banks 
would feel a sharp drop in correspon- 
dent balances. 

We have now had over six months’ 
experience with the no-interest rule. 
The Banking Act of 1933 soon will begin 
to make itself felt in other major re- 
spects. Code committees are at work in 
all the different jurisdictions, many of 
the local, group and clearinghouse codes * 
are in use either officially or unofficially. 
The army of bankers is to be put 
through an entirely new set of evolu- 
tions by drillmasters under a new set of 
drill regulations. Little wonder that a 
good many predictions have been heard 
that the new rules may have some 
upsetting and undesirable effects on the 
relationships between country banks 
and their city correspondents. As one 
country banker expressed it in private 
conversation, “with the Government 


Demestic— Wider markets for local products. The correspondent system 
enables small banks to offer nationwide facilities. 


running the banks there’s no telling 
what we’ll be doing two months hence 
because of some new law or regulation.” 

The approach to what is happening 
and about to happen is to study how the 
country banker can and must work 
under the new rules. His are the funds 
which mount to imposing totals in the 
city banks; his is the initiative as to 
whether the relations of country banks 
and city correspondents will remain 
unchanged, modified or completely 
upset. 

The writer started out a week ago to 
find the facts by asking the country 
banker—not by questionnaire, but face 
to face. Six days touring three middle 
western states, 700 miles on the speed- 
ometer, 36 bankers interviewed—their 
deposit totals ranging from barely 
$100,000 to almost $12,000,000. Long 
before the week was up the facts were 
evident. 

Sofar—and this is borne out by na- 
tional statistics of balances in Reserve 
cities—there has been very little change 
in correspondent balances carried by 
these country banks in city institu- 
tions. Twenty-eight of the 36 studied 
reported that they had not changed 
their general relationships, nor their 
proportionate balances as between cor- 
respondent banks and the Federal 
Reserve bank; this includes all but one 
of the banks with deposits over $2,- 
000,000, all of the very small banks 
under $200,000 and two-thirds of the 
banks classified for this purpose as 
small ($200,000-$500,000) and medium 
($500,000-$2,000,000). Five of the 
banks were carrying somewhat larger 
proportions than previously in the 
Federal Reserve bank, one of them 
large, three medium, and one small. Two 
of these are banks which have joined the 
Federal Reserve System since the mora- 
torium, and consequently have moved 
their legal reserve to the Reserve bank. 
Only three of the banks were carrying 
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most of their money in the Federal Re- 
serve. Since by far the greatest number 
had made no change, and this includes 
most of the large and medium size 
country banks investigated, there ap- 
peared to be no change of any great 
importance. 

Eight bankers, including one with a 
large bank, believe there will be some 
shift away from correspondents and into 
the Federal Reserve, both for services 
and for balances. And one man, with a 
small bank, expects the complete 
severance of correspondent banks and 
country banks beginning about March 
1, 1934. Several of the smallest bankers 
believe that service charges on small 
checking accounts, as imposed by the 
codes, may so reduce their deposits 
as to lessen their city balances. 

Typical of the attitude of most of the 
larger of these country banks is the 
comment of the executive head of the 
second largest bank visited. He states 
his position: ‘““No change has come yet 
in our relationship with our city cor- 
respondents, nor has any been percep- 
tible in the relationship toward us of the 
dozen or so little neighboring banks 
which carry balances with us. When we 
have any excess cash above legal re- 
serves, we keep it in Chicago, the bulk 
of it in one bank there. If that Chicago 
bank should close, then in my opinion 
the Federal Reserve bank would be no 
better. Even if some situation should 
arise which would overwhelm our prin- 
cipal correspondent, and that moment 
should find us with all of our cash items 
in actual currency, the catastrophe 
would be so great that we would go 
under as part of the backwash. So 
would every other country bank in the 
Middlewest. Why worry, then, about 
whether to keep it in the Federal Re- 
serve or in that bank in Chicago? I’d 
rather leave it where we get the service, 
in the correspondent bank.” 

Even stronger was the statement of 
another man with a big bank in a small 
city: “We have accounts in every big 
Chicago bank, and I expect to keep 
them there and strengthen them if we 
ever have more cash than right now. 
Quite aside from the routine services 
these correspondents give us, we need 
their active help on the new business 
side. And we get their help. They get 
right in harness with us and help us pull 
home such accounts as the big national 
chains and the big manufacturers and 
distributers who do business in our ter- 
ritory. We must do our part by carrying 
good balances with these city banks.” 

Every country bank on the route 
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which has correspondent balances from 
cross-roads banks reports that these 
balances have not been affected in the 
least by the loss of interest since June 
15, and that such changes are not ex- 
pected by these little correspondents of 
theirs. “Why,” exclaimed the pres- 
ident of the largest bank called on, 
“we actually find our correspondents 
increasing their balances surprisingly. 
Just the other day one little bank sud- 
denly and unexpectedly collected in a 
single day several notes equal to about 
20 per cent of its total deposits. They 
hustled those drafts in to us just as fast 
as they could, and told us that with col- 
lections picking up they expect to in- 
crease their balance considerably. No, 
neither the balances nor the attitudes of 
our correspondents have changed for 
the worse, and we are doing just as well 
by our city correspondents.” 

Half a dozen others express views 
only slightly less favorable to the 
prospects for correspondent relation- 
ships and balances: 

“We shall probably carry somewhat 


larger balances in the Federal Reserve, 
less in city banks. But by no means will 
this be a complete break. We expect too 
much and need too much service to 
break off with our city banks.” 

“T doubt whether the Federal Re- 
serve will ever organize to handle all the 
junk we have to clear. We must keep 
New York, Chicago and Milwaukee ac- 
counts for drafts. I look for very little 
change, if any.” 

“Tf the Reserve sets up a way to clear 
our transit items cheaper, of course 
we'll use it. But I doubt whether there 
will be much change.” 

“We expect to carry our present ab- 
normally large cash balances in the city 
banks until loan demand and public 
confidence permit us to lower our cash 
to a profitable level. But we’d rather let 
the city banks pay insurance on it, 
meanwhile, than hold it in currency.” 

These are typical comments by coun- 
try bankers. 

[This is a preliminary report. Con- 
clusions and a summary will be pub- 
lished in February.] 


What of the future? Country bankers are not quite so 
sure about that. But the preponderance is still with 
the status quo. Twenty-one banks of the 36 inter- 
viewed believe little or no change is coming; four 
more say that most of the change has already taken 
place as a result of abolishing demand interest. This 
group of 25 whose views are practically identical, 
agreeing that nothing much is going to happen, in- 
cludes all but one of the large banks and a majority 
of the medium size banks 
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The New Importance 
Of Commercial Paper 


ERE need be no doubt that, if 
the Securities Act continues to pre- 
vent normal long term financing of 
commerce and industry, some other 
means will be found to meet the lat- 
ter’s financial requirements. The other 
means, naturally, must be some adapta- 
tion of short term borrowing. The 
stagnation in the long term capital mar- 
ket resulting from the operation of the 
Securities Act has led to a rather well 
founded belief that much of the “all 
other” bank loans now outstanding con- 
sist of paper which represents capital 
rather than short term advances. This 
idea attaches particularly to outstand- 
ing commercial paper. Still far below its 
normal volume, commercial paper fi- 
nancing has more than doubled in the 
past six months, and for the past two 
months it has exceeded the volume out- 
standing in any month since November, 
1931. The lowest point in this form of 
credit was reached last May after a 
steady month-to-month decline since 
the middle of 1930, and indeed a more 
or less steady decline year by year since 
1924. Since May the increase from 
month to month has been both steady 
and rapid. 

How far this increase has represented 
the use of commercial bank funds for 
capital purposes is uncertain. Probably 
up to the present time such use has been 
small. The possibilities these forms of 
credit offer are great. It is known that in 
a number of cases large corporations, 
faced with maturities which they were 
unable to refund in the present state of 
the market, have had recourse to bank 
loans and other short term financing. 
There are indications that considerable 
semi-capital financing made necessary 
by N.R.A. requirements has been done 
in the same way. Difficulties due to the 
Securities Act have made this variety of 
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borrowing a necessity, and it has been 
stimulated by the exceedingly low rates 
of interest on such paper resulting from 
the open market operations of the 
Federal Reserve and the great increase 
in excess reserves of member banks. 

To the banks of the country the 
importance of this reaction in favor of 
commercial paper financing lies in the 
fact that it reflects fundamental credit 
conditions as well as mere changes in 
methods of financing. The use of the 
open market commercial paper method 
of securing funds rather than through 
direct bank loans or acceptances de- 
pends upon many considerations, par- 
ticularly interest rates, open market 
money conditions, rates of rediscount 
on various categories of paper, the fi- 
nancial standing of the borrowers in 
national markets and the nature of the 
transactions to be financed. Commer- 
cial paper borrowing is especially ad- 
vantageous to processors and large 
retailers who are not in a position, con- 
veniently, to pledge the products or 
commodities covered by the financing 
in the manner which is the very founda- 
tion of the acceptance method of 
financing. 

Commercial paper financing was the 
dominant if not the sole means of open 
market borrowing for commercial or in- 
dustrial purposes up to the develop- 
ment of the acceptance market soon 
after the World War. Even up to 1924, 
despite new facilities, commercial paper 
borrowing showed a tendency to in- 
crease in greater proportion as com- 
pared with other forms of commercial 
borrowing. The outstanding volume of 
such paper reached its highest point 
that year, averaging $873,000,000 for 
the year. It exceeded the volume of ac- 
ceptances outstanding until 1926. 

After 1924, however, although bank 
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Quiet Wall Street. This picture was 

taken one Sunday afternoon. It is sym- 

bolic of what some brokers feel will 

happen if Congress goes in for stricter 
regulation 


credit in general continued to increase 
until 1929, commercial paper borrow- 
ing decreased. The decrease was rapidly 
accelerated as the demand for money 
for speculative purposes increased but 
was halted, temporarily, with a break 
in the speculative movement. The aver- 
age outstanding in 1925 was $726,000,- 
000; in 1926, $630,000,000; in 1927, 
$585,000,000; in 1928, $494,000,000; in 
1929, $322,000,000; in 1930, $489,000,- 
000; in 1931, $263,000,000, and in 1932, 
$105,000,000. At the end of December, 
1932, the amount outstanding was 
$81,000,000. It rose to $85,000,000 last 
January, fell to $84,000,000 in February 
and thence to $72,000,000 in March, 
$64,000,000 in April and to $60,000,000 
in May. The reaction then started and 
the volume rose to $73,000,000 in June, 
$97,000,000 in July, $107,000,000 in 
August, $123,000,000 in September and 
$130,000,000 in October. 

While the increase in the volume of 
such paper outstanding since May is 
notable in proportion, the actual vol- 
ume is still so far below normal that the 
full extent of the movement cannot be 
estimated. It is chiefly important in 
its tendency, especially with relation 
to other factors affecting the finan- 
cial markets. (CONTINUED ON PAGE 56) 


Why 
@ 
| 
; 
i 
- 
A 
| 


Suggested 
Standard 


Form for 


Confirmations 


O ONE knows better than the 
N banker, of course, the importance 
of certified financial reports as 
sources of credit information; and a well 
known bank credit officer has stated 
that “a steadily increasing number of 
our larger borrowers are obtaining the 
services of certified public accountants 
in the preparation of their financial 
statements.” This all points toward 
closer cooperation between bankers and 
accountants in the interests of better 
credit granting, and the Robert Morris 
Associates and the accountants’ own 
organizations have been working to- 
ward this goal for several years through 
special committees for the purpose and 
through their local chapters. Now the 
American Institute of Accountants has 
come forward with its standard bank 
confirmation form, which is intended to 
facilitate the work of both accountants 
and bankers in connection with the con- 
firmation of certain assets and liabili- 
ties. The new form is reproduced here. 
Suggested originally by bankers be- 
cause of the absolute lack of uniformity 
of requests as now received from ac- 
countants, the A.I.A. made a study of 
the subject through its committee on 
cooperation with bankers. This com- 
mittee secured 21 specimen copies from 
as many representative firms of ac- 
countants. The committee then pre- 
pared a preliminary form embodying 
the desirable features of those studied. 
This was submitted to several bankers 
and their suggestions were secured. 
Moreover, according to the committee’s 
report, it found that the banks would 
welcome a standard form, that they 
prefer one general form of request 
rather than separate requests for each 
class of asset or liability to be con- 
firmed, that they want a duplicate form 
to be retained in their files, and that 
they prefer and sometimes insist that 
the word “certify”? be omitted from 


Dear Sirs: 


19__ 


We shall be obliged if you will kindly complete the attached report and mail it, in the 


enclosed addressed envelope, direct to 


following balance(s) to the credit of. 
subject to withtirawal by check except as noted:* 


Yours truly, 


STANDARD BANK CONFIRMATION 


AMERICAN INSTITUTE PUBLISHING Co., Ine. 


We hereby report that at the close of business on 


further report that the above ‘mentioned depositor was directly liable to us in respect of loans, 


and was contingently liable as 
on that date in the total amount of 


DESCRIPTION COLLATERAL, 


Other direct and/or contingent liabilities, open letters of credit and relative collateral, liens, etc. were:* 


Except as stated above, according to our records the said depositor was in no way obligated to us. 


Yours truly, 


no such weme exiet, please insert “NONE”. 


(Bank) 


Authorized Officer Title 


&, on the other hand, the space provided ts inadequate, please enter totals hereon and attach 


macement giving fu!l details as called for bythe above columnar headings. 


The customer’s signature as authority for furnishing information to the 
auditors appears at the top of the duplicate, retained for the bank’s record 


confirmations prepared for their sig- 
natures. 

Further committee discussions re- 
sulted in the drafting of the final form 
as reproduced here, and the A.I.A. be- 
lieves that it has a number of mutual 
advantages. It is adapted for use in 
window envelopes, is spaced for fill-ins 
on any standard typewriter, and can be 
filed easily with the auditor’s working 
papers. The name of the client and the 
date as of which confirmation is re- 
quired need be inserted only once. 
From the auditors’ viewpoint, too, the 
space provided on the original copy for 


insertion of initials facilitates distri- 
bution to accountants working on any 
particular audit. 

This new form does not attempt, of 
course, to cover specifically every class 
of asset or liability on which confirma- 
tion may be requested in some in- 
stances. For example, as the committee 
pointed out, the request for a list of 
securities held for safekeeping is pur- 
posely omitted, as this applies in only a 
few cases. Such a request can be made 
the subject of a separate letter ad- 
dressed by the auditor and bearing the 
countersignature of the client. 
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Events and Information 


Code Interpretations 


Each month the JOURNAL pre- 
sents a record of developments 
under the Bankers Code and rul- 
ings made by the Banking Code 
Committee. Such interpretations 
as are given below are answers 
to specific questions received by 
the Committee and subject to 
confirmation by the N.R.A. 
Administrator. 


Applicability 


TRANSFER AGENTS, REGISTRARS AND 
DIVIDEND DISBURSING AGENTS—AP- 
PLICABILITY OF BANKERS CODE 

Question: “We would appreciate an 
opinion as to the extent to which pri- 
vate banks accepting deposits will be 
included in any prescribed code. For 
instance, if the New York Committee 
provides a schedule of charges for 
transfer agencies, custody accounts, 
payment of coupons and bonds, and 
perhaps other services rendered by 
fiscal agents and depositaries, will such 
schedules apply to private bankers 
accepting deposits? 

“Furthermore, there are a few cor- 
porations in New York which have the 
right to and do act as transfer agents, 
registrars and dividend disbursing 
agents, performing the same functions 
or services offered by trust departments 
of banks and trust companies. Are such 
corporations bound by any fair trade 
practice agreement under the Code?” 

Answer: Consistent with the objec- 
tive of the Bankers Code to prevent 
unfair competition and to promote fair 
trade practices, it is our opinion that 
in the absence of any specific code 
applicable to a non-banking group, all 
individuals, corporations or institu- 
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tions, by whatever name designated, 
and not specifically defined in Article 1 
of the Bankers Code, which perform the 
established services offered by trust 
departments of banks and trust com- 
panies, shall be subject to the Bankers 
Code and shall be operated in accord- 
ance with the provisions of Schedule A 
thereof. 

This will include such individuals, 
private banks, corporations and other 
agents to the extent that they are en- 
gaged in the trust business as defined in 
Article 1, Section 2 of Schedule A, of 
the Bankers Code:— 

“Trust Business—Trust business is 
the business of settling estates, adminis- 
tering trusts and performing agencies 
in all appropriate cases for individuals; 
partnerships; associations; business cor- 
porations; public, educational, social, 
recreational, and charitable institu- 
tions; and units of government. It is 
advisable that a trust institution should 
limit the functions of its trust depart- 
ment to such services.” 

“Performing agencies,” as defined 
above, includes acting as transfer agent, 
registrar and dividend disbursing agent. 


PLEDGE OF ASSETS TO SECURE PUBLIC 
FuNnps 


Question: It is a common practice 
with country banks at the present time 
to pledge marketable securities for 
deposits of schools and village accounts. 
Is this practice compatible with the 
N.R.A. Bankers Code? 

Answer: While it may be the practice 
in some sections for banks to pledge 
marketable securities for the deposit of 


school and village accounts, such prac- 
tice is condemned by the American 
Bankers Association. 

In the Report of the Economic Policy 
Commission, approved by the Execu- 
tive Council of the American Bankers 
Association on April, last, it was de- 
clared that “Deposits of public funds 
in banks should have the same status 
as private deposits and should not be 
accorded special and additional se- 
curity.” 

The Bankers Code, as you know, 
provides for the adoption of rules of 
fair trade practices, and there is no 
reason why the rules condemning the 
practice of pledging assets to secure 
public funds should not be included in 
the rules submitted by clearinghouse 
association groups. All rules of fair 
trade practices, of whatever nature, 
which promote sound banking, are ac- 
ceptable to the Banking Code Com- 
mittee, provided they are not in con- 
travention of some practice or rule 
required to be observed by the state 
banking law. That is to say, in the 
absence of a mandatory rule, order or 
statute of the state or Federal banking 
authorities, the Bankers Code is the 
governing law for all banks. 


RULES OF Fark TRADE PRACTICES FOR 
City CLEARINGHOUSE ASSOCIATIONS— 
APPLICABILITY TO NON-MEMBERS AND 
TO SUBURBAN SECTIONS 


Question: What are cities like Seattle 
doing about suburban banks within 
territory embraced in clearinghouse but 
not members thereof? Have such banks 
the option to have their own rules and 
regulations or to be included in some 
larger organizations embracing the 
territory surrounding such city but not 
included in city clearinghouse territory? 
Please define trade area as used in con- 
nection with Bankers Code. What juris- 
diction covers branches located outside 
clearinghouse district of parent bank? 

Answer: Bankers N.R.A. Committee 
for Greater New York is preparing a 
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draft of schedules for all clearinghouse 
banks located in all boroughs, and local 
organizations of non-member banks in 
each borough are at the same time 
preparing separate schedules with view 
to having items in all schedules tabu- 
lated in an attempt to harmonize 
differences and adopt single minimum 
schedules with possible differentials 
that can be agreed upon. Suggest you 
work out this plan for Seattle and out- 
lying territory. 

The definition of “immediate trade 
area” referred to above is as follows: 
It refers to suburban sections in the 
larger cities and to whole districts 
which, although not dominated by the 
same city, are concerned with the same 
kind of industry or agriculture and are 
more or less interdependent upon each 
other. It is suggested that these words 
be interpreted on the grounds of com- 
mon sense and in full compliance with 
the spirit and purpose of the Code. For 
example, a branch of a city bank lo- 
cated in a suburb of a city where the 
suburb does not have over 2,500 popu- 
lation would be in a trade area con- 
trolled by the hours of employment 
applicable to the city. 


POSTPONEMENT OF EFFECTIVE DATE OF 
RULES OF Farr TRADE Practices Not 
AUTHORIZED UNDER BANKERS CODE 

Question: Please advise if it is per- 
missible to make county and clearing- 
house rules under Code effective Jan- 
uary 1 if approved by local and state 
association committee before December 
2. Association is objecting to enforcing 
Code before guaranty goes into effect, 
fearing unfavorable public reaction. 

Answer: The Bankers Code does not 
authorize postponement of the effective 
date of the rules of fair trade practices, 
which, as you know, is definitely fixed 
for December 2. If the formulation and 
submission of rules is unavoidably de- 
layed until after December 2, because 
of emergency conditions, the Code 
Committee will have no alternative but 
to approve them for immediate enforce- 
ment at the time of their submission. 
This, however, should not be construed 
to postpone enforcement of the rules, 
as this is not permissible under the Code 
and would set a dangerous precedent 
for other groups requesting postpone- 
ment. 

It is the policy of the Committee to 
preserve as far as practicable uniformity 
of the practice throughout the entire 
country and to avoid any departure 
from the express provisions of the Code. 


All groups are expected to have their 
rules formulated and submitted in time 
so that they can be approved and be- 
come effective on December 2. Any 
exceptions favoring one group over 
another would be contrary to the spirit 
of the Code. 


Compensation, 
Hours, Service Charges 


“, . SERVICES RENDERED BY BANKS’ 
SHALL BE COMPENSATED FOR EITHER 
By ADEQUATE BALANCES CARRIED OR 
BY A SCALE OF CHARGES’’—MEANING 
OF THESE WorDs. 


Question: Considering dispute result- 
ing from Federal Reserve ruling on 
metered service charge plan, shall we 
continue to urge local clearinghouse 
associations for codes? We are fearful 
ruling will destroy entire plan, and most 
California clearinghouses are omitting 
metered plan from codes. Shall appre- 
ciate instructions. 

Answer: Attention is called to Article 
VIII, paragraph 3, of the Code dealing 
with service charges, which states— 
“Services rendered by banks shall be 
compensated for either by adequate 
balances carried or by scale of charges.” 
This means that a bank shall not render 
services free of charge or at a charge 
below cost. It must compensate itself 
for the services by showing that the 
balance has sufficient earning capacity 
to the bank to offset the expenses of 
handling the account in addition to a 
fair margin of profit; or if not so com- 
pensated, the bank must make an 
adequate service charge. Such service 
charge plan, based upon factual data 
and universally applied to all depositors 
alike, gives nothing free to the de- 
positor, and is in accordance with the 
letter and spirit of the Bankers Code. 
We advise that clearinghouses be urged 
to proceed in setting up all fair trade 
practices and schedule of service charges 
in accordance with recognized sound 
banking procedure. 


Unirorm Maximum Hours DvrincG 
Wuicu Doors oF BANK ARE OPEN TO 
PUBLIC 

Question: Proposed code for Raleigh 
Clearinghouse Association provided a 
maximum of 24 public banking hours 
per week. State code provides 30 hours. 
On June 1 a majority of the banks in 
Raleigh were open a minimum of 29 
hours. Can local clearinghouse in- 
augurate 24 hours under national Code, 
no bank eliminating employees on ac- 
count suggested change, but all in- 
creasing personnel since June 1? 

Answer: Under the facts stated by 
you, the maximum hours for Raleigh 
banks should be 29 hours. Should clear- 
inghouse banks then fix hours under this 
maximum by clearinghouse rule, Code 
Committee would probably not interfere 
unless such rule resulted in eliminating 
employees or lessening their wages. 


SERVICE CHARGES ON DORMANT OR 
INACTIVE ACCOUNTS 


Question: In drawing up the Code of 
Fair Trade Practices, the Pittsburgh 
Clearing House Association has con- 
fronted the question as to whether or 
not a national bank would have the 
right to apply the service charges on 
inactive, or you may say, dormant ac- 
counts which have been inactive for 
many years, and I am writing to ascer- 
tain if this question has been brought 
to the attention of your Committee and 
if so, whether or not they have arrived 
at a decision; also if the question has 
been put up to the Comptroller of the 
Currency as to whether or not he would 
permit such charges, which would even- 
tually absorb these balances. 

We, ourselves, are of the opinion that 
a service charge on inactive accounts is 
justified due to the fact that they re- 
quire more care than an active account, 
to prevent manipulation due to their 
inactivity. 

Answer: The objective of the Bankers 
Code is to make all banking operations 
profitable. In accordance with this ob- 
jective, no accounts are to be carried at 
a loss to the bank or at the expense of 
other depositors. No exceptions should 
be made to this policy. In many in- 
stances, where a loss is shown by 
analysis of an account, the practice has 
been to charge this loss to the customer. 
Under such conditions, the account just 
breaks even and no profit is made. 
Under the Bankers Code, an additional 
charge should be made to cover a fair 
profit that should be earned on the 
account. (CONTINUED ON NEXT PAGE) 
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A fair margin of profit on commercial 
deposits is 114 per cent per annum on 
the average amount of these deposits. 
Accordingly, the profit to be added to 
the service charge should be )% per cent 
per month, or 114 per cent per annum of 
the average balance of the account. 

These service charges, including a 
fair margin of profit, should be placed 
upon all unprofitable accounts, to apply 
equally to church organizations, chari- 
table institutions, and the like; the ac- 
counts of bank officers and employees; 
the accounts of their families and rela- 
tives; the personal accounts of corpora- 
tion officials, members of firms or other 
business concerns, regardless of the size 
of the accounts maintained by such 
corporations, firms or other business. 

Inactive or dormant accounts will 
likewise be included, provided it can be 
shown that they are operated at a loss. 


UNPROFITABLE SAVINGS ACCOUNTS 


Question: The Code calls for com- 
pensating balances or service charges. 
Everyone knows that a small savings 
account, say up to $25, maybe $50, is 
not compensating if interest is paid on 
it. Under the Code will we be permitted 
to pay interest on these small accounts? 
If not, what about school savings? 

Answer: We do not believe that inter- 
est should be paid on small accounts to 
the extent that such payment will re- 
sult in a loss to the bank. Attention is 
called to the specimen schedule of 
charges on savings accounts on page 
13 of the Manual. Item 13 reads as 
follows: 

“13. Savings accounts may be ac- 
cepted from $1.00 up, but due to ex- 
pense of opening and handling, no 
interest shall be credited at the end of 
interest period when it does not ag- 
gregate at least 15¢.” 


RULES AS TO SERVICE BY BANK IN ONE 
DEPARTMENT PREDICATED UPON EARN- 
INGS IN ANOTHER 


Question: Was there any considera- 
tion given in the code meetings as to 
service in one department predicated 
upon earnings in another? For instance, 
would it be permissible to handle a 
number of collections free because an 
account carried a sizable trust, or 
would it be permissible to waive charges 
on a small checking account because a 
large savings account was maintained? 

Answer: One of the fundamental 
principles governing fair trade prac- 
tices is that the bank is entitled to 


adequate earnings on all banking opera- 
tions, and that each charge is adequate 
to bear its respective share of the burden. 
In other words, no individual accounts 
are to be carried at a loss to the bank 
and no exceptions should be made to 
this policy, as for example, waiving 
charges on a small checking account 
because a large savings account was 
maintained. 


WAIVER OF SERVICE CHARGE NOT PER- 
MITTED ON PURELY CHARITABLE AC- 
COUNTS 


Question: Was it the intent of the 
Code Committee to prevent franking 
checking accounts of any character, 
such as parent-teachers’ associations, 
charity organizations and the like? 

Answer: No accounts are to be carried 
at a loss to the bank or at the expense of 
other depositors. No exceptions should 
be made to this policy. It should apply 
equally to church organizations, chari- 
table institutions and the like; to the 
accounts of bank officers and em- 
ployees; to the accounts of their families 
and relatives; and to the personal ac- 
counts of corporation officials, members 
of firms or other business concerns, 
regardless of the size of the accounts 
maintained by such corporation, firm 
or other business. 


Interest Rates 


Untrorm METHODS oF FicurRING IN- 
TEREST TO BE ADOPTED BY CLEARING- 
HOUSE ASSOCIATION 

Question: Would a local N.R.A. 
Committee be exceeding its powers if it 
formulated rules for uniform methods 
of figuring interest, even though such 
rules were not limited merely to the 
compounding of the interest paid at 
the maximum rate agreed upon, but 
included as well such matters as the 
elimination of days of grace, cessation 
of interest on any withdrawals made 
during a quarterly or semi-annual 
period, etc.? 
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Answer: If a city or regional clearing- 
house association or other banking 
organization, functioning as a unit 
under the Code, adopts rules such as 
those set out in this question, there 
could be no reasonable objection on the 
part of anyone else. It should be under- 
stood, however, that where some banks 
in the group are bound by certain laws 
or governmental regulations in regard 
to the method of figuring interest, it 
would be much better practice for the 
other banks to conform so that uni- 
formity would be procured. 


INTEREST REGULATIONS OF FEDERAL 
RESERVE BOARD EFFECTIVE NOT LATER 
THAN DECEMBER 2, 1933 


Question: When must non-members 
of the Federal Reserve comply with 
regulations regarding interest reduction? 

Answer: All banks, including non- 
members of the Federal Reserve must 
comply with interest regulations not 
later than December 2. 


METHOD OF CALCULATING INTEREST 


Question: As to Paragraph (2) of 
Article VIII, we are somewhat confused 
by the inclusion in the first sentence of 
the paragraph of the words “as pre- 
scribed in the Banking Act of 1933.” 
We are unable to find any reference to 
a method of calculating interest in the 
Banking Act of 1933, although Federal 
Reserve Board Regulation “Q” limits 
the compounding of interest to com- 
pounding semi-annually (at a rate not 
to exceed 3 per cent). 

Answer: The words “as prescribed in 
the Banking Act of 1933” refer not only 
to the Banking Act of 1933 but to any 
governmental regulations or rules under 
that Act. Therefore, Federal Reserve 
Board Regulation “Q” would control 
the question. 


REGULATION Q OF THE FEDERAL RE- 
SERVE BOARD 


Question: Does the Code auto- 
matically bind all banks to obey Regu- 
lation Q restrictions in toto, specifically 
section four? If so, neither persuasion 
nor banking department action is 
required to secure uniformity. 

Answer: All banks as defined in 
Article I of the Code will be governed 
by local rules and regulations of fair 
trade practices, which rules must con- 
form to regulations of the Reserve 
Board with respect to maximum rates 
of interest and all matters pertaining 
thereto. 
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Legal Notes and Digest 
C/D Forms 


and opin- 
ions given here relate to timely 
legal questions affecting banks. 
They are summaries, prepared for 
the JOURNAL by the Legal De- 
partment, American Bankers As- 
sociation, for your information 
and convenience. 


ANKERS are vitally concerned 
with the matter of forms to comply 
with Regulation Q of the Federal Re- 
serve Board. Certificate of deposit forms 
1 and 1A were printed in the December 
JournaAL. Additional forms are now 
available. Forms 2 and 2A differ from 1 
and 1A only in that they are payable 
not at a specified date but at a specified 
period after date. 

A form prepared for one payee is not 
adapted to, and should not be used for, 
a joint certificate. Form 1 has been 
altered for a joint certificate in form 4. 
The other forms can be similarly 
altered. 

The notice of repayment (on the fol- 
lowing page) is for use with forms 3 and 
3A. 

No bank will use all the forms. Many 
banks will use only one, in addition to 
the joint certificate form. 

The standard size is 3% by 8% 
inches. 


(a) Print bank transit number, as 
*74-112.”” 

(b) Print place. 

(c) Leave blank for “‘his’’, ‘‘her’’, or 
“its’’, or print “‘depositor’s”’. 

(d) Print, or leave blank for, period in 
terms of days or months. 

(e) 3% maximum under Regulation Q. 

(f) Leave blank for “him”, “‘her’’, or 
“it’’, or print “‘depositor’’. 

(g) Print, or leave blank for, specified 
number of days. 

(h) Probably will be one day more than 
that specified above in (g), because 
the depositor has the option to 
demand payment if the new interest 
rate is not acceptable, and heshould 
have at least one day’s leeway to 
give the bank written notice. 

(i) Leave blank for specific date. 


First NATIONAL BANK ©) 


NEGOTIABLE TIME CERTIFICATE OF DEPOSIT 


(b) 


HAS DEPOSITED IN THIS BANK 


PAYABLE TO. © OWN ORDER (4) a 
Lass THAN 30 DAYS) 


AFTER DATE, UPON SURRENDER OF 


THIS CERTIFICATE, PROPERLY INDORSED, WITH INTEREST at__)__% PER ANNUM. NO PAYMENT BEFORE, AND NO INTEREST AFTER, MATUR- 
ITY. SUBJECT TO PRESENT AND FUTURE LAWS Of THIS STATE AND OF CONGRESS AND TO REGULATIONS OF STATE AND FEDERAL AUTHORITES. 


CASHIER 


First NATIONAL BANK 
NONNEGOTIABLE TIME CERTIFICATE OF DEPOSIT 
$ 


—HAS DEPOSITED IN THIS BANK 


Dowtars 


PAYABLE TO. © (4) 


‘ — AFTER DATE, UPON SURRENDER OF 
(NOT LESS THAN 30 DAYS) 


THIS CBRTIFICATE, WITH INTEREST at__()_ _% PER ANNUM. NO PAYMENT BEFORE, AND NO INTEREST AFTER, MATURITY. SUBJECT TO PRESENT 
AND FUTURE LAWS OF THIS STATE AND OF CONGRESS AND TO REGULATIONS OF STATE AND FEDERAL AUTHORITIES. 


CASHIER 


First NATIONAL BANK ©) 


NEGOTIABLE CERTIFICATE OF DEPOSIT PAYABLE ON WRITTEN NOTICE 


(b) 


HAS DEPOSITED IN THIS BANK 


pavasiz to.) NOT LESS THAN ___DAYS AFTER WRITTEN NOTICE TO THE 
(minimum 30 Days) 

BANK, UPOM SURRENDER OF THIS CERTIFICATE, PROPERLY INDORSED. IF CERTIFICATE OUTSTANDING MONT, INTEREST at__©) 

PER ANNUM. WO PAYMENT BEFORE, AND NO INTEREST AFTER, EXPIRATION OF NOTICE. SUBJECT TO PRESENT AND FUTURE LAWS OF THIS STATE AND 

OF CONQRES AND TO REGULATIONS OF STATE AND FEDERAL AUTHORITIES. BANK MAY ALTER INTEREST RATE OR CALL CERTIFICATE, WHICH WILL 

stor urrmamst, upon (A) avs’ WRITTEN NOTICE TO THE INDORSEE, IF IT HAS WRITTEN NOTICE OF INDORSEMENT, OR 

OTHERWISE TO THE PAYEE, WHICH NOTICE MAY BE SENT TO THE ADDRESS ON THE BOOKS OF THE BANK 


NOTICE OF REPAYMENT GIVEN, EF PECTIVE. 


First NATIONAL BANK 


NONNEGOTIABLE CERTIFICATE OF DEPOSIT PAYABLE ON WRITTEN NOTICE 
$ 


MAS DEPOSITED IN THIS BANK 

ASSIGNS, NOT LESS THAN ® DAYS AFTER 

(minimum 30 Days) 

WRITTEN NOTICE TO THE BANK, UPON SURRENDER OF THIS CERTIFICATE IF CERTIFICATE OUTSTANDING___ MONTHS, INTEREST AT = 

% PER ANNUM. NO PAYMENT BEFORE, AND.NO INTEREST AFTER, EXPIRATION OF NOTICE SUBJECT TO PRESENT AND FUTURE LAWS OF THIS STATE 

AND OF CONORESS AND TO REGULATIONS OF STATE AND FEDERAL AUTHORITIES 

BANK MAY ALTER INTEREST RATE OR CALL CERTIFICATE, WHICH WILL STOP INTEREST, UPON (h) = DAYS WRITTEN NOTICE TO THE 

ASSIGNEE, IF IT HAS WRITTEN NOTICE OF AN ASSIGNMENT, OR OTHERWISE TO THE PAYES, WHICH NOTICE MAY BE SENT TO THE ADDRESS ON THE 

BOOKS OF THE BANK 


PAYABLE 


CASHIER 
NOTICE OF REPAYMENT GIVEN = 193. , EFFECTIVE 193___ 


Finst NATIONAL BANK 


JOINT CERTIFICATE OF DEPOSIT 


AND, 
48 JOINT TENANTS WITH RIGHT OF SURVIVORSHIP, HAVE DEPOSITED IN THIS BANK 


PAYABLE TO THE ORDER OF EITHER OR THE SURVIVOR 0) 193____, UPON SURRENDER OF THIS 
(NOT LESS THAN JO DAYS FROM DATE) 


CERTIFICATE, PROPERLY INDORSED, WITH INTEREST AT. (e) % PER ANNUM NO PAYMENT BEFORE, AND NO INTEREST 
AFTER, MATURITY SUBJECT TO PRESENT AND FUTURE LAWS OF THIS STATE AND OF CONGRESS AND TO REGULATIONS OF STATE AND FEDERAL 
AUTHORITIES 
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cash; it may charge back any item 
First NATIONAL BANK 


NOTICE OF REPAYMENT OF CERTIPICATE OF DEPOSIT 


HERESY NOTIFY THE 


BANK THAT 1! SHALL REQUIRE REPAYMENT OF THE CERTIFICATE OF DEPOSIT DE- 


SCRIBED ABOVE ON THE DATE SPECIFIED (wnicn DATE SHALL BE NOT LESS THAN 3O DAYS AFT@R THE BANK RECEIVES nortics). 


ASSIGNMENT 


NO ASIONMBNT WILL AFFECT THE 


(StONATURS OF HOLDER) 


Above is a form to be used in connec- 
tion with Certificate of Deposit Forms 
3 and 3A. At the left is the back of each 
form of non-negotiable certificate, that 


BANK UNTIL WRITTEN NOTICE SIGNED BY 
THE PURCHASER HAS BEEN RECBIVED BY IT 


1 ASSIGN, WITHOUT RECOURSE, THIS CER- 


TO. 


OF PURCHASER.) 


Savings Passbook Rules 


What form of passbook rules will 
comply with Regulation Q of the Fed- 
eral Reserve Board is a problem facing 
all members of the Federal Reserve 
System who carry savings accounts. 
It is impossible to draft a uniform or 
standard set of passbook rules. The 
form may vary according to the state 
and according to the type of bank, 
whether national or state, whether 
stock or mutual, whether member or 
non-member of the Federal Reserve 
System, and whether participant or 
non-participant in the Federal guaranty 
system. 

The set of rules quoted here was 
drafted to comply with Regulation Q. 
Each bank may modify the rules to suit 
its own circumstances. 


is, LA, 2A, and 3A 


SUGGESTED FORM OF SAVINGS PASSBOOK 
RULES DRAFTED TO COMPLY WITH REGU- 
LATION Q OF THE FEDERAL RESERVE BOARD 


1. An account may be opened 
with a deposit of $1.00 or more. 
Subsequent deposits may be made 
of like amount. Each account is 
limited to $7,500, exclusive of 
interest. 

2. This account is subject to 
present and future laws of this 
State and of Congress and to reg- 
ulations of State and Federal 
authorities. 

3. When the bank in good faith, 
after notice, decides that funds 
other than those accumulated for 
bona fide thrift purposes have 
been deposited, all interest on the 
entire account, accruing subse- 
quent to such deposit, shall be 
forfeited and the deposit shall be 
required to be withdrawn. 

4. In receiving items for de- 
posit in a savings account, this 
bank acts only as depositor’s 
collecting agent and assumes no 
responsibility beyond the exercise 
of due care. All items are credited 
subject to final payment in cash 
or solvent credits. This bank will 
not be liable for default or negli- 
gence of its duly selected corre- 
spondents nor for losses in transit, 
and each correspondent so se- 
lected shall not be liable except 
for its own negligence. This bank 
or its correspondents may send 
items, directly or indirectly, to 
any bank including the payor, 
and accept its draft or credit as 
conditional payment in lieu of 


at any time before final payment, 
whether returned or not, also any 
item drawn on a checking account 
in this bank not good at close of 
business on day deposited. 

5. A withdrawal can be made 
only upon presentation of the 
passbook and a withdrawal order 
signed by the depositor. Where 
the signature purports to be that 
of a depositor, a payment in good 
faith and with due care is binding 
on the depositor. A duplicate 
passbook will be issued only upon 
satisfactory proof of the loss or 
destruction of the original. The 
depositor shall give immediate 
notice of the loss or destruction. 

6. No assignment of all or any 
part of a savings account shall 
bind the bank until receipt of 
written notice signed by the de- 
positor. 

7. The bank may at any time 
by posting notice in its lobby re- 
quire written notice of not more 
than 60 days before withdrawal. 
The amount specified in the de- 
positor’s notice will not draw 
interest after the expiration of 
such notice until his further writ- 
ten notice that the amount will 
not be withdrawn pursuant to 
such notice or that such amount 
is again subject to these rules. 

8. Deposits of $5.00 or more, 
remaining undisturbed for 30 
days, draw interest from date of 
deposit to the first day of the 
month in which withdrawals are 
made, at ——% per annum, com- 
pounded semi-annually on the 
first day of January and July. 

9. Any agreement freezing or 
scaling deposits or providing for 
a reorganization of the bank, ap- 
proved in writing by the owners of 
two-thirds of the savings deposits 
in the bank is binding on all sav- 
ings depositors. 

Note: State banks in states with 
satisfactory law and national banks 
will omit this rule. 

10. The bank may change the 
interest rate on funds in this ac- 
count by giving 30 days’ notice 
to its depositors. ——days’ notice 
to a depositor of any other change 
in these rules shall be given 
by mail or otherwise. A notice 
may be sent to the last address 
given in writing to the bank by 
a depositor. 

(CONTINUED ON PAGE 44) 
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The American Bankers Association Announces 


Subject THE BANKERS CODE 
Are you prepared to explain 


the code to your customers? 


The code and the changes it involves can be 
turned—by all aggressive banks—to the excellent 


advantage of both the bank and its customers. 


Material to assist you in training your staff is now 


available upon request— without charge. 


This material has been prepared by the Public 
Education Commission with the cooperation of 
the Code Committee and only 5000 copies are 
immediately available. They will go rapidly—get 
your copy among the first. 


Write today —or send the coupon below. This 


code material is sent without charge to aid you in 
taking full advantage of the code by proper educa- 


tion of your own bank’s staff. 


Fill out and Mail Today 


DR. HAROLD STONIER, Educational Director 
American Bankers Association 
22 East 40th Street, New York City 


Please send us immediately — and without charge —a copy of the material to assist us in explaining the Bankers Code 
to our customers. 
Bank 
City and State 
Date Officer 


i 
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Events and Information—Legal Notes, Continued 


FEDERAL RESERVE REGULATIONS 
AND RULINGS 


Regulation L, “Interlocking bank 
directorates and other relationships 
under the Clayton Act”, makes the 
interlocking more difficult and deals 
with interlocking personnel between 
national banks and corporations and 
partnerships making loans on stock 
and bond collateral. 

Regulation R, “Relationships with 
dealers in securities”, defines “corre- 


Cooperation with CWA 


PRESIDENT ROOSEVELT’S request 
of November 22 for the cooperation of 
banks in cashing the thousands of 
checks for C.W.A. employees met with a 
speedy and favorable response, the full 
facilities of the banks being immediately 
devoted to the purpose of making the 
needed money available to workers. 

The magnitude of the operation, run- 
ning in the case of one bank to more 
than 8,000 transactions in one day, in- 
volved practical problems which were 
the subject of an interchange of tele- 
grams on December 5 and 8 between the 
American Bankers Association and Act- 
ing Secretary of the Treasury Morgen- 
thau. 


IDENTIFICATIONS 


THE problem of identification was 
ironed out in these wires by the issuance 
of instructions to supply all employees 
with identification cards bearing signa- 
tures or marks with two witnesses in 
cases of illiteracy. The law prohibited 
the issuance of checks payable to bearer. 

To avoid congestion in bank lobbies 
and the possibility of loss of confidence 
therefrom, the Acting Secretary adopted 
the Association’s suggestion for stagger 
payments wherever possible. 

Because of the burden of the Federal 
Reserve banks in connection with the 
Government’s emergency program, it 
was not considered feasible to have the 
cashing of these checks handled through 
them. 

In concluding his telegram, Mr. 
Morgenthau said, “I appreciate the 
wholehearted cooperation of the banks 
in this matter, since it is vitally im- 
portant that this program be successful 
and that the unemployed be given work 
which will enable them to provide the 
necessities of life during the coming 
winter months.” 


spondent bank” and “correspondent 
dealer” and regulates the issuance of 
permits. 

The Federal Reserve Bulletin for 
December contains rulings of great 
importance to banks relating to pay- 
ment of interest by member banks on 
deposits of postal savings funds, di- 
rectors of Reserve members who are 
stock exchange members or members or 
employees of stock exchange firms or 
associated with such firms, national 
bank directors who are directors of 


NRA Manual 


A MANUAL for regional bankers 
N.R.A. committees under the Bankers 
Code of Fair Competition has been 
completed and placed in distribution by 
the Banking Code Committee of the 
American Bankers Association. 


Trust Conference 


THE fifteenth annual mid-winter trust 
conference of the Trust Division, 
American Bankers Association, will be 
held February 13, 14 and 15, 1934, at 
the Hotel Waldorf-Astoria, New York 
City. The annual banquet which brings 
the conference to a close will be held on 
the evening of Thursday, February 15. 
This annual three-day meeting, which 
brings together representatives of the 
leading trust companies and banks in 
all parts of the country, is expected to 
be of unusual importance this year, ac- 
cording to H. O. Edmonds, President of 
the Trust Division and vice-president 
of the Northern Trust Company Bank, 
Chicago. He pointed out that in addi- 
tion to the many problems that have 
arisen under present-day conditions 
there is to be considered the vital ques- 
tion of currency stability in relation to 
the administration of estates in trust. 


Eastern Savings 
Conference 


THE annual eastern savings conference, 
sponsored by the Savings Division, 
American Bankers Association, will be 
held at the Waldorf-Astoria Hotel, New 
York City, Thursday and Friday, Jan- 
uary 25 and 26, 1934. On the evening of 
January 25 the annual banquet will be 
held. 

The theme selected for the conference 
is “Current Banking Problems”. In- 
surance of bank deposits, real estate 


corporations making stock loans to 
their employees, banks controlled by 
the same corporations as affiliates of 
each other, withdrawals of savings 
deposits and provisions for time C/D’s, 


BANK DEPOSIT OF TRUST FUNDS 


The right of a fiduciary to make a 
temporary deposit of trust funds does 
not justify his failure to invest them by 
keeping them on deposit longer than is 
reasonably necessary. 

Tucker v. Newcomb, 67 Fed. (2) 177. 


mortgages, municipal credit, methods of 
computing interest on savings accounts 
and manuals of fair banking practice 
under the N.R.A. will receive consider- 
ation at the conference. 


Trust Companies Magazine 


THE business of Trust Companies 
Magazine, published for many years by 
C. A. Luhnow, who died July 19, will be 
conducted hereafter by a corporation, 
now in process of formation, all the 
stock of which will be owned by the 
Luhnow Estate. Glen B. Winship has 
been selected as editorial and business 
director, effective December 1, and 
Christian C. Luhnow, son of the founder, 
has been designated as editor. Mr. Win- 
ship, until recently a consultant on 
industrial and financial problems, has 
had long experience in the public rela- 
tions field and as a financial editor. 


New State Secretaries 
Board of Control 


THE new officers and Board of Control 
of the State Secretaries Section, Ameri- 
can Bankers Association, selected at the 
Chicago convention, are as follows: 
President, J. W. Brislawn, secretary, 
Washington Bankers Association, Seat- 
tle, Washington; First Vice-President, 
George A. Starring, executive manager, 
South Dakota Bankers Association, 
Huron, S. D., and Second Vice-Presi- 
dent, David M. Auch, secretary, Ohio 
Bankers Association, Columbus, Ohio. 

The Board of Control consists of the 
foregoing with Paul P. Brown, secre- 
tary, North Carolina Bankers Associa- 
tion, Raleigh, North Carolina, and 
Andrew Miller, secretary, California 
Bankers Association, San Francisco, 
California. Frank W. Simmonds, Dep- 
uty Manager, American Bankers As- 
sociation, New York, continues as 
Secretary of the Section. 
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positors 


I¢ you think a Oz saving 


in Operating Costs zs important 


send for this new portfolio at once 


HAT banker can be 
indifferent to book- 
keeping department savings 
of 331%4% in labor, 40% in 
machines, 50% in stationery, 
to a 40% saving in transit 
department operating costs? 
You’re sure to be inter- 
ested in such economies. So 
we've prepared a new Recor- 
dak Portfolio that tells how 
to achieve them — all with- 
out a cent of capital outlay. 


‘we 80 


The new Recordak Port- 
folio is an unusual piece of 
bank literature. It shows 
ways to save on mail and 
messenger costs... filing and 
floor space...how Recordak 
methods cut the fraud hazard 
... how they enable you to 
win customers’ confidence 
and increase goodwill. 

Six sections de- 
scribe Recordak 
Operation in va- 


rious bank departments. 
You get a clear understand- 
ing of the splendid work 
photographic methods are 
doing in hundreds of banks. 
Each folder is fully illustrated 
... perfectly definite... valua- 
ble to every bank executive. 

The coupon is for your 
convenience. Mail it today. 


RECORDAK CORPORATION, 
Subsidiary of Eastman Kodak Company, 
350 Madison Avenue, New York City. | - 


Pléase send new Recordak Portfolio to 


Name 


SUBSIDIARY OF EASTMAN KODAK COMPANY 


% RECORDAK = 
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GOLD STANDARD ACT — 


DECEMBER 18, 1899 


A national picture 
of how the House 
first voted (190 to 
150) on the Act “to 
define and fix the 
standard of value, 
to maintain the 
parity of all forms 
of money issued or 
coined by the 
United States, to 
refund the public 
debt, and for other 
purposes.’’ Both 
Senate and House 
later approved the 
bill with amend- 
ments. President 
McKinley signed it 
March 14, 1900 


Reproduced from C. O. Paullin’s “Atlas of the Historical Geography of the United States, 1932”, 
by courtesy of the American Geographical Society, and the Carnegie Institution of Washington, D. Cc, 


Fantasy 


(CONTINUED FROM PAGE 23) 


Finally, to shorten the list of flaws in 
the social justice argument, for they are 
countless, it overlooks the fact that a 
great many loans now outstanding have 
been made on low price levels by the 
banks and others seeking to aid other 
persons to carry out their productive 
enterprises. These lenders are human 
beings and citizens also, and certainly 
are likewise entitled to social justice, 
but if the dollar is debased or prices are 
artificially raised, the money in which 
they will be repaid will be worth much 
less than the money which they ad- 
vanced. Who is going to strike the scale 
of social justice as between the deserv- 
ing debtor of the type who incurred his 
obligations on a high price level, and 
the meritorious lender who made his 
advances on a low price level? 

If there is to be Government money 
manipulation, it is just as reasonable to 
demand that prices be kept down to 
insure that the lender shall receive back 
just as much as he gives, as that prices 
be raised so as to save the borrower 
from paying back more than he gets. 

In fact, the greater number of persons 
would doubtless be benefited by the 
former than the latter, since wage 
earners, widows and orphans and 
beneficiaries of life insurance estates are 


on the creditor rather than on the 
debtor side of the economic equation 
that is involved. For once inflation 
starts, it carries the monetary price 
level far above that on which even the 
most deserving debtor incurred his 
obligation. Then all color of social 
justice disappears, for the depreciated 
currency not only enables the deserving 
debtor to give back much less than he 
received, but also reduces the purchas- 
ing power of wages to the vanishing 
point and wipes out the values of the 
bonds in which the estates of widows 
and orphans and the funds of insurance 
companies are invested. 


VOTES 


SO, although the inflationists, par- 
ticularly of the political kind, make a 
great deal of the factor of social justice 
in their plans for manipulating the 
monetary mechanism, it would seem 
that they either fail to apprehend the 
full significance of this element or else 
are prejudiced or have only a partial 
view of the picture. The most vociferous 
advocates of inflation have always come 
from the particular farm districts where 
among their constituents are doubtless 
many debtor-farmers who are vulner- 
able to falling prices and believe that an 
unwarranted increase in the burden of 
their debts should be made easier for 
them through the channel of Govern- 
ment manipulation of the currency. 
Managed currency, especially in the 
hands of political managers, under such 


conditions may easily become an in- 
strument for managing the currency in 
favor of what appears to be that 
section of the population controlling the 
greatest number of effective votes. 

Monetary inflation would not restore 
confidence and would not create a re- 
vival of prices and business activity, if 
the experience of the world means 
anything. The only time at which the 
Government can really inflate by the 
greenback method is in connection with 
financing a war, or during the imme- 
diate aftermath of a war. Under these 
conditions virtually all the nation’s 
economic activities are directed toward 
the war and needs of the Government, 
which becomes directly or indirectly the 
purchaser of the largest volume of the 
nation’s supplies and the employer of 
the largest volume of its labor. 

For a time the Government’s credit is 
good and it can finance such a war by 
public loans, but finally there comes a 
period when public credit is exhausted 
and the nation has to have recourse to 
paying for its purchases by means of the 
printing press, that is, by issuing fiat 
money. This money, of course, drives 
out good money, and the value of fiat 
money goes down as public confidence 
in it decreases, that is, prices for goods 
and services rise. This means in turn 
that the Government has to issue more 
and more money and the time comes 
when the bubble simply blows up and 
the Government must repudiate its ob- 
ligations. 


pen | 
i 
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j Not voting Unanttied, ate. 
Votes not shown (distnets): Brooklyn, nay; i 
¥. Gity, 2 yeas; Chicago. 3 nays: iat 
i farge) Pa. 1 yea and nay: Kan. yea 
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Padded Paws 


The cat comes and goes so easily, so quietly, 


we are hardly aware of his movements. His 
padded paws are a symbol of his silence. 


AN ELEVATOR, we think, should go about its business 
with this same silent ease, and the Otis Maintenance 
Service brings out this quality to perfection. 

Otis Maintenance brings elevators under the eye 
of the organization that makes elevators—under the 
surveillance of specialists who know elevators from 
A to Z, These specialists strive to eliminate trouble 


rather than to correct it—they see trouble before it 
is trouble at all. 

It is the purpose of Otis Maintenance to free organi- 
zations which own or control buildings of elevator 
worries. To relieve these concerns of daily problems 
in elevator up-keep and care. To insure them of the 
maximum of service and comfort that has been built 
into an Otis elevator. To reduce elevator expense to 
a minimum. To do these things for a reasonable, flat 
monthly rate. For details, telephone the local Otis office. 


@ 


ELEVATOR 
COMPANY 


a1 
| 
# 
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Gilbert T. Stephenson 


The Protection 
of Uninvested 
Trust Funds 


(CONTINUED FROM PAGE 24) 


which the funds were taken shall have 
a lien for the amount of such funds on 
the bonds, other obligations, or securi- 
ties so pledged or hypothecated, in 
addition to their claim against the 
estate of such bank and trust company.” 

South Carolina requires a deposit of 
bonds acceptable for the securing of 
public funds in South Carolina and 
equal in market value to the amount of 
trust funds so deposited. 

Another group of states declared by 
statute or decision that uninvested 
trust funds deposited in the banking 
department are preferred claims. 

For example, the statute of Delaware 
declares that when a bank or trust 
company shall be appointed executor or 
administrator, receiver or assignee or 
guardian or trustee either by will or by 
any written instrument or other act of 
the parties or by any court or official, 
such bank or trust company shall keep 
a separate account of money, securities 
or other property received, invested or 
loaned in the performance of its duties 
as such appointee and the same shall 
be deemed and held to be a special 
deposit and shall be held to be specially 
appropriated to the security and pay- 
ment of such deposit and shall not be 
liable for the debts or obligations of the 
corporation. 

The regulations of the Federal Re- 
serve Board (Regulation F, Section B, 
III) require that funds in national banks 
awaiting investment or distribution 
shall be invested or distributed as soon 
as practicable and that they shall not 
be held uninvested any longer than is 
reasonably necessary. Such funds await- 
ing investment may be deposited in the 
commercial department or savings de- 
partment of the bank to the credit of the 
trust department; provided that the 
bank first delivers to the trust depart- 
ment, as collateral security, (1) bonds, 
notes or certificates of indebtedness of 
the United States; or (2) other readily 
marketable securities of the class in 
which state trust companies or state 
banks exercising trust powers are au- 


thorized or permitted to invest trust 
funds under the laws of the state in 
which such banks are located; or (3) 
other readily marketable securities of 
the classes defined as “investment 
securities” in the revised statutes of the 
United States. The United States bonds 
or other securities so deposited as 
collateral shall be owned by the na- 
tional bank and shall at all times be at 
least equal in market value to the 
amount of trust funds so deposited in 
the commercial department. 


Gold and Silver on the 
Capitol Doorstep 


(CONTINUED FROM PAGE 27) 


certain apparent advantage to printing 
our new “inflation” money on silver, 
rather than paper. As between silver 
inflation and greenback inflation, the 
former is more likely to be limited in 
quantity. This is so, assuming that we 
embark upon a silver-purchase plan 


THE OFFICIAL FAMILY 
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along the lines of the Bland-Allison Act, 
and not upon national bimetallism. But, 
if we are to turn to two-fold inflation 
by means of silver on the one hand, and 
paper notes on the other, the element of 
relative “safety” referred to above 
shrinks in proportion to the employ- 
ment of the greenbacks. 

Another point worth bearing in mind 
is this. Addition of silver to our currency 
stock does not necessarily mean a 
greater total amount of currency. The 
silver may simply replace other forms of 
money now in use. If it replaces Federal 
Reserve notes, for example, we would 
in reality be substituting inelastic for 
elastic currency, thus reversing the 
trend of recent years and running 
counter to the idea of a managed cur- 
rency. 

As to that more extreme form of 
silver inflation, bimetallism, it may be 
argued that on an international basis it 
will give a more stable reserve for the 
world’s currencies. But international 
bimetallism would be, at present, very 
difficult, if not quite impossible, to bring 
about on a practical scale. 


President Roosevelt and his cabinet. Left to right, seated, are Secretary 

of War Dern, Secretary of State Hull, President Roosevelt, Secretary of 

the Treasury Woodin and Attorney General Cummings. From the left, 

standing, are Secretary of Agriculture Wallace, Secretary of the Interior 

Ickes, Secretary of the Navy Swanson, Postmaster General Farley, Secre- 
tary of Commerce Roper and Secretary of Labor Perkins 
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«“* * * blease be advised that the refer- 
ence in the Manual for Regional 
Bankers NRA Committees should not 
be construed as banning the use of 
calendars and other legitimate advertis- 
ing media by banks.""—(EXCERPT FROM 
LETTER BELOW) 


December 15, 1933 
To SECRETARIES OF STATE 
BANKERS 
SECRETARIES OF CLEARINGHOUSE 
ASSOCIATIONS: 


ASSOCIATIONS AND 


From numerous sources our attention 
has been called to the thought of 
certain advertising industries that a 
reference in the Manual for Regional 
Bankers NRA Committees might be 
construed as banning the use of 
calendars and other legitimate adver- 
tising media by banks. 


This was not the intention of The 
Banking Code Committee, and we 
feel certain that the majority of 
bankers will correctly construe the 
reference in the Manual on the sub- 
ject of advertising media. On the other 
hand, it of course does not lie within 
the proper province of The Banking 
Code Committee to say to banks that 
they shall use any particular media. 
This is a matter which must in each 
instance be decided by the individual 
bank or by the local clearinghouse 
group which under the terms of the 
Code are permitted a very wide 
latitude in self-government while 
being required to adhere to the 
fundamental principles of the Code. 
In any event, please be advised that 
the reference in the Manual for 
Regional Bankers NRA Committees 
should not be construed as banning 
the use of calendars and other legiti- 
mate advertising media by banks. 


This advice is being sent you in order 
that there be no misunderstanding of 
this matter in formulating your local 
rules of fair trade practices. 


Very truly yours, 


THE BANKING CODE 
COMMITTEE 


Frank W. Simmonds 
Secretary 


President Roosevelt says com- 
mereial bribery provisions shall 
not be construed to prohibit free 
and general distribution of 
articles commonly used for ad- 
vertising. 


On November 27th, 1933, President Franklin D. Roosevelt issued an 
executive order, under the authority vested in him through the National 
Industrial Recovery Act, containing this statement: 


““Commercial bribery provisions shall not be construed to 
prohibit free and general distribution of articles commonly 
used for advertising except so far as such articles are actually 
used for commercial bribery as hereinabove defined. 


“1 further order that if commercial bribery provisions are 
hereafter included in codes they shall conform to the fore- 
going.” 


Thousands of banks are now employing calendars, blotters, booklets and 
direct-by-mail media to establish confidence in American banks and to 
educate the public in the value of banking service. There is no advertising 
service that a newspaper can perform which cannot be duplicated by 
these means. 


The success of any bank depends upon the friendship and confidence of the 
people in the community it serves. For two generations these media have 
stood for the integrity and reliability of the financial institutions they 
have so successfully represented. 


THE AMERICAN ART WORKS THE GERLACH-BARKLOW CO. 
COSHOCTON, OHIO JOLIET, ILL. 


BROWN & BIGELOW 
ST. PAUL, MINN. 


THE THOS. D. MURPHY CO. 
RED OAK, IOWA 


THE OSBORNE COMPANY 
ALLWOOD, CLIFTON, N. J. 
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The Mistakes of Inflaters 


a country embarks upon an unsound 
monetary policy in anticipation of in- 
flation or devaluation, conditions are 
created which practically compel de- 
valuation even though the gold supply 
is more than adequate to justify a 
return to the old par. Many prices 
and the foreign exchange rates adjust 
themselves to anticipated conditions, 
and if devaluation is anticipated, then 
failure to devaluate may cause a psy- 
chological reaction in the highly attuned 
and sensitive markets. 

It is for these reasons that an un- 
sound monetary policy can do irrep- 
arable damage. It is for this reason, 
also, that it is not easy to turn back or 
to “change the play” once a govern- 
ment finds it has made the wrong move. 
Finally, it is for this reason that sound 
money men find themselves more and 
more reluctant to advocate returning 
to the old par; they hesitate to face the 
possible psychological shock that may 
result; they believe that the damage 
has been done and that the best that 
we can do is to devaluate in some 
reasonable manner. It is the price we 
will pay for our current monetary 
follies. But this does not justify the 
original advocates of devaluation ex- 
claiming with glee, as they are doing, 
that the sound money men are in 
agreement with their policies. When 
one sees his friend in an auto wreck, 
helps him right his battered car, and 


(CONTINUED FROM PAGE 19) 


perhaps drives him home in it, our 
friend of the accident is hardly justified 
in assuming that we endorse battered 
cars. It is merely a case of removing the 
driver from the seat and driving the 
battered and twisted machine home for 
fear the driver may wreck it completely 
and endanger further the lives of the 
passengers. 

7. There are no sound arguments for 
currency inflation. In addition to the 
falsity of the inflationist doctrine, as 
pointed out above, it must be under- 
stood that currency inflation never 
raised a country out of a depression and 
placed it on the road to sound recovery. 
It provides the most certain way known 
to impoverish the masses; it despoils 
those least able to bear its burdens; 
only the successful speculators and 
property holders have any opportunity 
to gain, and even they, in the end, may 
be carried down in the crash. In time, 
it stalls production and turns the 
nation into a den of gamblers. It makes 
a farce out of prudent living and saving. 
It is probably the most expensive and 
disastrous species of economic folly 
known. 

Why is it that almost every genera- 
tion seems to find it necessary to drag 
from the dump heap of economic 
fallacies the idea that there is some 
virtue in inflation, and attempt to dress 
it up in new clothes and thrust it upon 
the public as though it had some virtue? 


The Ox and the Frog 


TWO little Frogs were playing about at the edge of a pool when 
an Ox came down to the water to drink, and by accident trod on 
one of them and crushed the life out of him. When the old Frog 
missed him, she asked his brother where he was. “He is dead, 
mother,” said the little Frog; “an enormous big creature with 
four legs came to our pool this morning and trampled him down 
in the mud.” ‘Enormous, was he? Was he as big as this?” said 
the Frog, puffing herself out to look as big as possible. ‘“‘Oh! yes, 
much bigger,” was the answer. The Frog puffed herself out still 
more. “ Was he as big as this?” said she. ‘“‘Oh! yes, yes, mother, 
MUCH bigger,” said the little Frog. And yet again she puffed 
and puffed herself out till she was almost as round as a ball. “As 


bigas... 


?” she began—but then she burst—AEsop’s FABLES 


One of the highest accomplishments of 
human beings is found in their ability 
to preserve and to profit by the body of 
knowledge handed down by preceding 
generations; and when any generation 
forgets this important fact and pre- 
sumes to toss to the winds the lessons 
so painfully and tediously learned by 
the intelligent people of preceding 
generations, it is courting disaster and 
attempting to turn the clock of progress 
backward. 

8. The assumption that currency 
devaluation is desirable or sound as a 
means of raising prices is fallacious. It 
is an indirect tax upon the masses. It 
creates economic maladjustments and 
permanently changes foreign exchange 
pars. If a devaluation of 50 per cent is 
good, why is not a devaluation of 90 
or 98 or even 100 per cent still better? 
Why not be logical and consistent 
about the matter and secure the full 
benefits of a thoroughgoing devalua- 
tion? 


FALSE COMPARISONS 


9. THE assumption that devaluation 
for the purpose of increasing the 
currency and raising the price level is 
of the same general nature, or has the 
same virtues or effects, as devaluation 
after inflation, in which an effort is 
made to obtain the benefits of a price 
level stability, is without any founda- 
tion in fact and merely reveals a con- 
fusion in thought. One sees almost 
daily this confusion of thinking in the 
attempts to compare our proposed 
devaluation with those cases of devalua- 
tion which followed inflation in Europe. 

10. The proposal to raise the price 
level by means of inflation or devalua- 
tion to the so-called “debt level’’ rests 
upon unsound reasoning. It assumes 
that debtors and creditors can be 
separated into distinct classes, whereas 
practically all individuals, businesses, 
and governments are both debtors and 
creditors. It assumes that creditors also 
were not heavy losers in this depression. 
It assumes that creditors should, in 
some way, be held responsible for what 
happened. It assumes that what has 
been lost can in some way, never 
explained, be restored to the “rightful” 
owner. It assumes that the extra money 
will seek out the worthy debtors, climb 
into their pockets, and enable them to 
pay off their unworthy creditors. It 
assumes that that great group of 
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UNITED STATES OF AMERICA 


TREASURY CERTIFICATES OF INDEBTEDNESS 
2% Per Cent Series TD-1934 


Dated and bearing interest from December 15, 1933. 


“Due December 15, 1934 


The Secretary of the Treasury offers for subseription, at par and acerued interest, through the 
Federal reserve banks, under the authority of the act approved September 24, 1917, as a 
Treasury certificates of indebtedness of Series TD-1934. The amount of the offering is $950,000. 


or thereabouts. 


DESCRIPTION OF CERTIFICATES 


The certificates will be dated December 15, 1933, and will bear interest from that date at the 
rate of two and one-quarter per cent per annum, pa ayable semiannually. They will be payable on 


December 15, 1934. 


Bearer stitibentia will be issued in denominations of $500, $1,000, $5,000, $10,000, and $100,000. 
The certificates will have two interest coupons attached, payable on June. 15, and December 15, 1934. 


the.certifieates. shall be. exempt, both asta principal and_interest. from all taxation.(excent estate 


The latest offering of U. S. Treasury certificates was oversubscribed almost three times, 
according to Acting Secretary Morgenthau. This would indicate that the public is con- 
vinced of the Government’s ability to maintain its credit 


educational institutions, insurance com- 
panies, savings banks, trust funds and 
those who have placed their savings at 
the disposal of others to use should be 
penalized. 

The advocates of this proposal fail 
to see that the only way to enable 
debtors to pay their creditors more 
easily is for the debtors to obtain in- 
creased employment, wages and sal- 
aries, and that the only way this can be 
assured is to do all things necessary to 
help producers increase their produc- 
tive activities. These advocates fail 
to see that both creditors and debtors 
should be helped. And they fail to 
understand that even under the most 
favorable conditions of business re- 
covery, when employment and wages 
are high, there will be no possibility 
that “justice” will be done. What has 
been lost is gone, and all that any 
individual, business or government can 
do is find new sources for additional 
income. Deflation has wrought havoc 
with the great mass of our people; but 
inflation would penalize them again. 
Inflation means additional disasters; 
and those who think otherwise are 
mere children in their thinking; they do 
not know financial and monetary 
history, and are simply idle and 
mistaken guessers. 

11. Those who assume that the price 
level of 1926 is the one to which we 
should return, either because it is 
supposed to be the debt level or because 
it is the proper or ideal one, can pro- 
vide no well established reasons what- 
ever for such an assumption. There is 
nothing in economics that will support 
such an assumption. The only “ideal” 
or “proper” price level known in 
economics is the one which prevails 
when production and consumption are 


in a state of equilibrium. After a 
country has passed through a business 
recession and depression, there is no 
possible way of knowing in advance 
just when or where this equilibrium, 
and consequently the proper price level, 
will be attained. 


CONTROL IMPOSSIBLE 


12. INFLATIONISTS insist that they 
can control inflation. The rational reac- 
tions of human beings to inflation make 
control impossible. Any attempt to 
control leads to liquidation. For ex- 
ample, if the inflationists were to 
announce that they intend, by means 
of currency inflation, to raise prices to 
the 1926 level and then stabilize them 
there, sellers would hold back their 
goods and raise their selling prices until 
they reached the 1926 level, and then 
they would proceed to sell, for they 
would assume that prices would rise no 
higher and might fall. Buyers would 
purchase rapidly until prices reached 
the 1926 level, then they would restrict 
their purchases, for they would assume 
that the prices would rise no higher and 
might fall. The anxiety of sellers to sell, 
combined with the reluctance of buyers 
to buy, would precipitate a liquidation, 
and no government could stop it. The 
very nature of inflation is such that 
when an attempt is made. to control it, 
prices collapse. 

13. The present policy of gold pur- 
chasing by the Government rests upon 
the fallacious assumption that the price 
of gold or premium on it determines our 
domestic price level. During the days of 
our inconvertible greenbacks we had a 
free gold market in which all buyers and 
sellers of gold matched their judgments 
against each other as to what the future 
price level would be. The premium on 


gold was thus determined by these 
estimates as to what the price level 
would be and, therefore, bore a close 
relationship to it. But the premium did 
not determine the price level. Today 
our Government is assuming that the 
premium on gold determines the price 
level! A rarer monetary fallacy than 
this would be difficult to find. 

14. There are no sound arguments 
for bimetallism. Those who advocate 
bimetallism must be classed among 
those who either are unacquainted with 
or deny the value of the lessons learned 
so well by preceding generations re- 
garding bimetallism. 

15. Those who advocate “doing 
something for silver’ should be ad- 
vised to turn back to the history of our 
experiences from 1890 to 1893 during 
which time our country reaped the 
disastrous consequences of attempting 
to do something for silver under the 
Bland-Allison and Sherman Silver Pur- 
chase Acts. President Cleveland’s mes- 
sage to Congress, asking for the repeal 
of the latter act, would provide en- 
lightening and profitable reading for 
those who wish to do something for 
silver. There is no more reason for 
attempting to do something for silver 
than there is for attempting to do 
something for a multitude of other 
commodities whose prices fell during 
the depression. The average annual 
value of the silver output in this 
country is less than that of the peanut, 
or soap flakes, or thread industries, 
and these industries have not been 
clamoring for special favors. The silver 
interests are, and always have been, 
astute lobbyists, and they have received 
so many favors in the past that they 
now think, apparently, that they are 
entitled to (CONTINUED ON PAGE 71) 
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RECONSTRUCTION 


(CONTINUED FROM PAGE 14) 

the theory. But it is also true that 
savings bank deposits do not turn 
over rapidly—even in a big depression 
like the present one. Savings ought to 
be cut off from the commercial banking 
business, not necessarily by insisting on 
a separate institution (though I per- 
sonally believe that would be the sound- 
est method) but in any event by 
arranging that savings bank money 
must go into savings bank investments. 

Besides this, commercial banks have 
done an investment banking business, 
which they knew nothing about and 
have lost money at, and which is now 
cut off by one of the needed reforms 
which Senator Glass put through last 
spring. They did it through “affiliates” 


and through “bond departments” and | 


other forms of salesmanship. It was not 
their business, and had no place in it. 

And fourth, they did a true commer- 
cial banking business—taking in de- 
mand deposits, lending out money on 
security or on open note for short pe- 
riods, to take care of the current mer- 
cantile needs of the country. 

The trust business and the savings 
bank business perhaps require no fur- 
ther comment here. But the mingling of 
savings and commercial money does 
take a word. 

There are, roughly speaking, enough 
commercial bank deposits to take care 
of the needs of the country. There are 
also, roughly speaking, enough savings 
bank deposits to take care of the legiti- 
mate demand for that kind of money. 
But there may not be enough commer- 


Central Control 


Entrance of the House Office Building, Washington 


cial money in, let us say, some town in 
New Mexico, to take care of the needs 
of that town in any given season. 
Accordingly, the savings bank money is 
drawn on. Or there is a surplus of 
commercial bank money in the town and 
it goes, not into commercial loans, but 
into the bond market—which the local 
bank probably knows very little about, 
and in which it used largely to be in- 
fluenced by the security affiliate of its 
correspondent bank in Chicago, or 
Denver, or San Francisco, or New York. 
The combination made for a very un- 
stable equilibrium. The commercial 
depositor called for his money, and 


couldn’t get it unless the bank could sell 
its bonds. Or, the bank was trying to 
pay a rate of interest on a savings bank 
account which it could not earn in the 
legitimate commercial field. There are 
other difficulties. Consequently, the job 
is so to work out a banking net, covering 
sufficiently large areas, that there will 
at all times be enough of each kind of 
money in the right place. If, for ex- 
ample, there were a single bank cover- 
ing the whole United States, the prob- 
lem would disappear, as it in fact largely 
does in the big branch banking systems 
which prevail in Canada, Australia and 
England. (CONTINUED ON PAGE 68) 
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RECONSTRUCTION 


(CONTINUED FROM PAGE 16) 
bidding for business by the making of 
unsafe loans, the payment of too high 
interest and the combination of banks 
and their affiliates of different kinds to 
cover up the results of speculative 
banking. There has also been an over- 
banked condition on account of national 
and state laxity in issuing bank charters 
and too low capitalization require- 
ments. 

The section of the Glass-Steagall bill 
doing away with the payment of inter- 
est on demand deposits was a step in 
the right direction, but its effect was 
almost completely nullified by a Federal 
Reserve regulation issued shortly after, 
allowing the payment of interest on 
short time deposits. Bankers should 
have learned from their experience of 
the past five years that volume of 
business is not the greatest thing to 
be desired. 

Another thing that has had a direct 
bearing on safety in banking has been 
the partnerships that banks have set 
up with the Government in promoting 
one of their worst competitors, the 
Postal Savings. The payment of ex- 
cessive interest on this fund, with the 
putting up of collateral, has made many 
banks print an untrue statement of 
their condition, misleading the public 
and the depositors in this respect. All 


ANNUALLY 


bonds and securities put up as a guar- 
anty of certain deposits should be 
separated from the rest of the bank’s 
resources and the public told exactly 
what they are. 

There is no question that the manage- 
ment of every commercial bank during 
the next few years, at least, is going to 
be very careful of expenses, or deficits 
will appear. Every good bank must 
maintain a highly liquid position, avoid 
capital loans and keep within limit the 
amount of deposits on which interest is 
paid. The only hope for thousands of 
banks is a strict adherence to the 
N.R.A. Code, which has been promul- 
gated through the American Bankers 
Association and which will literally 
save hundreds of banks by its sections 
on fair competition and service charges. 

Banking supervision should be taken 
entirely out of politics. This is equally 
true of the national department as it is 
of the different state banking depart- 
ments. An effort should be made to 
have uniform banking laws in the 
different states, and the national bank- 
ing laws certainly need a thorough re- 
vision. The supervising authority should 
have the power to remove inefficient 
officers and directors who are mis- 
managing a bank, and their other pow- 
ers of supervision should be strength- 
ened. The Comptroller of the Cur- 


Every year state banking commissioners meet for the purpose 
of coordinating the efforts of individual states to safeguard 
and reinforce their respective state banking structures. Mr. 
Andrew is seated sixth from the left on this page 


Individual Initiative 


rency should not be appointed by 
the President, but should be selected 
by a non-partisan board of outstanding 
bankers, such as the advisory council of 
the Federal Reserve Board. The super- 
vising authority, both national and 
state, should not be subject to con- 
firmation by the United States Senate 
nor by the state senates. At least three- 
fourths of the mistakes and troubles of 
supervision have had their origin in 
political influence. 

The guaranty of bank deposits, of 
course, means the guaranty of a bank’s 
investments. Many well managed banks 
are operated during the present time 
with large excess reserves. The Govern- 
ment is putting out billions of dollars 
through numerous loan agencies of all 
kinds. Many loans that the Govern- 
ment is making can find a place in bank 
investments, provided there is a cer- 
tain method of turning these invest- 
ments into cash on demand. This sug- 
gestion may seem radical but not any 
more so than many of the other pro- 
grams now being worked out. The 
Government could save very large 
amounts in personnel and at the same 
time take care of much of its financing 
of the individual and corporation 
through this established banking chan- 
nel if loans were earmarked as they go 
into a bank, with the promise of the 
Government to take these loans with- 
out recourse at any time and pay the 
money, or whatever is accepted in the 
form of currency at the time. This 
would employ the banks’ surplus funds, 
provide better (CONTINUED ON PAGE 69) 
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—to 243 California communities 


Through any one of 410 branches 
of Bank of America, your California 
business is routed direct to the point 
of collection in any one of 243 cities 
and towns of California. Day or night 
your California items move swiftly 
through Bank of America. 


The speed and efficiency of this service 
substantially reduces float and increases 
the availability of funds. Frequently 
as much as 50 percent can be saved in 
collection time. 


BANK of AMERICA 


NATIONAL TRUST & SAVINGS ASSOCIATION 
CALIFORNIA 


Head Offices in San Francisco 
and Los Angeles—the two 
Federal Reserve cities 


Bank of America National Trust & Savings 
Association, 2@ National Bank, and Bank 
of America, @ California State Bank, are 
identical in ownership and management 


Trust Business 
and the 
Securities Act 


—_— are a number of important 
respects in which the Federal Securi- 
ties Act affects the trust business. With 
the cooperation of Paul V. Keyser, 
committee counsel for the Investment 
Bankers Association, and Arthur H. 
Dean, of Sullivan and Cromwell, Alfred 
V. Godsave, vice-president and trust 
officer of the Pacific National Bank, has 
analyzed the Act from the specialized 
trust viewpoint and developed the 
following facts. 

A most important matter for trustees 
to consider is the effect of the law on 
their activities as sellers of securities. 
In this capacity, the trust department 
is not issuer, underwriter or dealer, but 
has a civil liability if it should sell 


| either old or new securities other than 


domestic public securities by the use of 
the mails or an instrument of interstate 
commerce or by prospectus or oral 
communication, making during the 
sale an untrue statement of a material 
fact or omitting to state a material 
fact. The liability to the purchaser 
depends upon the ability of the seller 
to prove that he did not know, and 


| could not have known, of such untruth 


or omission by the exercise of reasonable 
care. Absolute liability is withheld 
where the fiduciary standards of respon- 
sibility are adhered to. 

When the trust department acts as 
transfer agent, registrar depositary and 
trustee under bond issues, the law has 
practically no effect other than that it 
may seriously diminish the volume of 
legitimate business of this type which 
would otherwise be available. 

The theory of the law is to give the 
trust department, as purchaser of 
securities, added protection, but from 
the practical standpoint this value may 
be doubted, because the selection of 
trust investments is based on far more 
searching studies than the determina- 
tion of mere registration or non-regis- 
tration. However, there may conceiva- 
bly be advantages in the added rights 
accorded buyers against issuers, direc- 
tors, underwriters, etc., in any cases 
where the terms of the Act are violated. 
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The many securities now held 
in trust accounts constitute the 
first and major interest of trust 
officers, and, without the removal 
of some of the objectionable 
features of the Securities Act 
which will restore orderly refund- 
ing operations and reopen the 
regular channels through which 
capital flows, these holdings will 
inevitably be adversely affected. 


Other points made by Mr. Godsave in 
this connection are these: 

A. The trust company asked to serve 
in the capacity of depositary, registrar 
or transfer agent must secure copies of 
the registration statement before agree- 
ing to act. 

B. The sale of securities from one 
trust to another demands an investiga- 
tion of the facts in sufficient detail to 
justify the sale, otherwise personal 
liability is assumed. It is preferable to 
buy and sell in the open market rather 
than to conduct the transaction as an 
inter-trust proposition. 

C. The Act applies with equal force 
both on old and new securities, sub- 
division 2 of Section 12 specifically 
stating that no security is exempt, 
except United States, state and munici- 
pal bonds. If no representation is made, 
however, the Act does not apply, but it 
may be assumed that inter-bank trans- 
actions would imply representations. 

In the event of a sale, the client 
should be given those facts and sources 
of information upon which the trust 
institution would base its own judg- 
ments. The trust department should 
centralize its circular and information 
services and keep careful records. 

Since the Act is primarily aimed at 
transactions where the vendor is issuer, 
owner or broker, directly interested in 
the matter, recognition may be as- 
sumed of the completely different status 
of the trustee, whose only interest is 
the interest of his client. 

D. So-called investment counsellors 
are immune to the effects of the Act on 
the ground that they are selling advice 
and opinions and not securities. This 
exemption, of course, would not hold if 
such counsellors receive any commis- 
sions on security transactions which 
follow as a result of their advice. 


Outstanding 


In Strength 


In Facilities 


In Management 


In Experience 


PHILADELPHIA 
NATIONAL BANK 


ORGANIZED 1803 


PHILADELPHIA, PA. 


Capital and Surplus .. . . $30,000,000 
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Inevitably, interference with normal capital financ- 
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ing by the Securities Act, by the general condition of 

the bond market, uncertainty as to the future of in- 

dustry or otherwise, will result in the use of short 
term borrowing for long term purposes 


Commercial Paper 


(CONTINUED FROM PAGE 36) 

In 1928 and 1929, when the stock 
markets of the United States were ready 
to absorb almost anything in the way of 
corporate or other securities, large busi- 
ness concerns turned from commercial 
paper financing to stock and bond 
issues. Interest rates on commercial 
paper were comparatively high, at times 
running into the fantastic, and money 
at times was not to be had freely be- 
cause of the drain of credit into specula- 
tion. On the other hand stock issues 
could be placed readily at high prices, 
and the high fixed interest charges on 
commercial paper could be replaced by 
dividends, depending upon the outcome 
of industrial and commercial opera- 
tions. The speculative mania was taken 
advantage of not only for capital but 
also for operating funds. 

Corporations and others in a position 
thus to secure funds not only obtained 


has resulted from the presence of such 
undigested stocks and bonds which 
never should have been issued. 

That the steady decrease in the vol- 
ume of commercial paper outstanding 
was due altogether to a general decrease 
in short term financing through corpo- 
rations obtaining working funds by long 
term stock market operations does not 
follow from the above figures, however, 
since this decrease was accompanied in 
a general way by an increase in the use 
of acceptances. This reached its height 
during and immediately after the stock 
market boom. The average of accept- 


ances outstanding in 1925 was reported 
by the American Acceptance Council at 
$696,000,000. In 1926 the average fell to 
$691,000,000, but thereafter there was a 
steady and rapid increase until 1930. 
The volume in 1927 was $848,000,000; 
in 1928, $1,073,000,000; in 1929, $1,- 
290,000,000; in 1930, $1,470,000,000; in 
1931, $1,253,000,000; and in 1932, 
$784,000,000. During the current year 
the volume outstanding decreased from 
$707,000,000 in January to $704,000,- 
000 in February, $671,000,000 in 
March, increasing to $697,000,000 in 
April, but falling to the lowest point, in 
May, at $669,000,000. There was an 
increase to $687,000,000 in June and 
$738,000,000 in July, a drop to $694,- 
000,000 in August and an increase to 
$715,000,000 in September and $736,- 
000,000 in October. Acceptances, ac- 
cordingly, have not shown the same 
reaction as that shown by commercial 
paper. On the other hand the volume of 
acceptances has not fallen so low. 


Much of the increase in commercial paper borrowing seems to 
have been for the purpose of enabling merchant concerns to stock 
up with goods against a possible rise in commodity prices 


money to cover their seasonal needs fi§ 


which they had been accustomed to 
secure by short term loans but, when 
such funds were not so employed, they 
were in a position to place funds upon 
the market. A considerable portion of 
the “extra-bank”’ funds or “loans for ac- 


count of others” was put into call loans @iam 


during the speculative boom of 1929, 
not only furnishing the means of un- 
bridled speculation but also acting as a 
constant stimulant in that direction. 


Securities thus issued were never re- © 


quired to meet the capital needs of the 
issuing corporations. Naturally they 
were never properly absorbed by inves- 
tors and much of the distress in the 
securities markets during the depression 
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‘Give me a report on what we'll 
gain by changing our casualty 

insurance to Mutual Companies’’ 


Section of a teleregister stock 
price board 


That the commercial paper method of 
borrowing has great possibilities in lines 
other than the financing of consumers’ 
goods, moreover, is self-evident. Since 
acceptances generally involve the pledg- 
ing of commodities and must, in their 
very nature, be more or less self- 
liquidating, the use of commercial paper 
seems to be the only alternative in 
transactions involving general credit. 

The resumption of open market com- 
mercial paper financing, accordingly, 
presents some dangers as well as certain 
manifest advantages to bankers. The 
danger is that under the pressure for 
capital funds some, probably an in- 
creasing amount, of the new financing is 
likely to be for capital purposes, absorb- 
ing funds which should be available, 
primarily, for purely short term com- 
mercial and industrial purposes. The 
need of funds for capital operations and 
the presence of so great a volume of 
unemployed funds in the banks present 
a combination hard to resist in spite of 
the fact that such financing, though 
nominally short term, is in fact long 
term and likely to involve the banks in 
operations which in time may become 
embarrassing. There is danger that the 
pendulum which swung so far in favor of 
security issues in 1928 and 1929 may 
swing too far the other way. 

On the other hand, an increased 
amount of liquid short term loans on the 
market, provided they can be kept 
liquid, cannot be otherwise than wel- 
come to a great majority of the banks of 
the country anxious to employ idle 
funds, more or less forced upon them 
under the open market policy of the 
Reserve banks. Earnings upon open 
market paper at the present time are 
low, but in the absence of interest on 
demand deposits there is a margin of 
possible profit which the banks can use 
with benefit to themselves and to the 
communities they serve. 


And here’s what the Treasurer reported — 


A very substantial saving in cost. 


Effective engineering service in regard to safety devices and 


measures in the plant. 


A likelihood of fewer accidents. 


Reduction of non-insurable losses. 

An association with other preferred risks. 

Direct dealing with the insurance company on claims or service. 
Protection of companies in the soundest financial condition. 
Protection in the oldest form of insurance. 


MUTUAL saving to the policyholder comes 

largely through reduction of loss. This is 
brought about by careful selection of risks— 
by helping policyholders avoid accidents. In 
addition to these measures, mutual companies 
operate with great economy. For instance, the 
mutual selling cost—acquisition cost in insur- 
ance terms—is usually considerably less than 
other types of companies. Whatever saving is 
made is passed on to policyholders. There are 
no stockholders. 


Choose from these Leading Companies 


Selecting a mutual company is simplified by 
The National Association of Mutual Casualty 
Companies. In this group are 22 strong, legal 
reserve companies, acknowledged leaders in 
the field—soundly financed—organized to 
render prompt and intelligent service. Assets 
of Association companies total over 106 million 


dollars; savings returned to policyholders in 
the past ten years —$107,994,478, 


Valuable Information — Free 


A list of Association companies, and an inform- 
ative booklet on their methods of operation 
will be sent free on request. It will pay you to 
find out why the biggest corporations in the 
country buy mutual insurance. 


This Seal is a Symbol of Safety 


It identifies member compa- 
nies of The National Asso- 
ciation of Mutual Casualty 
Companies and the American 


fa) cates financial strength— 
capable management — a 
long record of sound opera- 
tion. No safer guide for any 


casualty insurance buyer. 


MUTUAL CASUALTY INSURANCE 


Sound and economical protection on the following risks: accident * automobiles (all forms) * burglary 
and theft « fidelity * liability (all forms) * plate glass * property damage * workmen’s compensation 


WRITE FOR THIS BOOKLET 


National Ass’n of Mutual Casualty Companies, 
230 North Michigan Avenue, Chicago, Ill. 

Kindly send me your booklet giving names 
of Association companies, and an outline of the 
benefits they offer. 


Street 


City. 
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The Profit Motive 


HE Economics of Recovery by 

Leonard Ayres of Cleveland (Mac- 

millan, New York) appeared at 
an opportune time. The daily press is 
filled with news about the efforts of 
the Administration to get us out of this 
depression. Many books are appearing 
on the subject of recovery. Opinion is 
sharply divided both as regards the 
causes for the depression and the means 
for restoring prosperity. The purpose 
of this book is stated by the author to be 
“an attempt to make a depression 
diagnosis.” It “attempts to present 
an estimate of the situation with 
regard to the great depression as it 
affects the American people in the 
autumn of 1933.” Two of the funda- 
mental causes according to Colonel 
Ayres are (1) the great and irregular 
decline in price levels, and (2) the long 
drawn-out series of crises in credit. 

Colonel Ayres deals with the subject 
in an interesting way and contends 
that “this is primarily a debt depres- 
sion.” He calls attention to the large 
increase in the debt structure, including 
corporate, real estate, national, state 
and miscellaneous debts, and concludes 
that these must be paid, if at all, out of 
profits. The banking crisis came as a 
result of a long period of financing 
capital goods including real estate as 
well as stocks and bonds out of com- 
mercial bank funds. Colonel Ayres says 
the provisions of the Banking Act 
of 1933 were well intended but inade- 
quate to prevent such crises. He points 
to the fact that unemployment fell 
most heavily upon the class of workers 
who have been engaged in the produc- 
tion of durable goods. The author holds 
that the production of durable goods 
should be financed by private enter- 
prise, and that the banking legislation 
has made this largely impossible by 
separating security affiliates from com- 
mercial banks and by the exacting pro- 
visions of the Securities Act. 

Colonel Ayres does not accept the phi- 
losophy of the “new deal”. The crux of 
the recovery campaign is found in profits. 
Those who are interested in a managed 
economy will reject the line of reasoning 
found in this book. The book is interest- 
ing and timely. It is encouraging to find 
practical bank officers proclaiming that 
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Important Books 


we have had too much “mixing of com- 
mercial and investment banking”? in this 
country during the past decade. 


RESERVE BOARD 


i? The Federal Reserve Board (Johns 
Hopkins Press, Baltimore), William 
O. Weyforth adds another contribution 
to the growing body of literature on the 
Federal Reserve System. As its sub- 
title suggests, this is a study of the 
Federal Reserve structure and credit 
control. The very essence of credit con- 
trol is “that instead of the expansion or 
contraction of bank credit being left to 
the free play of individual enterprise 
among independent banks, it should be 
subjected to some conscious and pur- 
posive regulation; and to accomplish 
this there must be centralized authority 
with power to enforce its decisions.” 
This centralized authority must logi- 
cally rest with the Federal Reserve 
Board according to Mr. Weyforth. The 
book is limited to “an analysis (p. 35) 
of the division of authority within the 
system with respect to credit policy, 
that is, with respect to the control of 
the general expansion or contraction 
of credit and the determination of the 
usage to which it is to be put.” The 


The Reserve Board 
Prices 
Credit Control 
Business Cycles 
Gold 
Silver 
Managed Currency 


Laissez Faire 


author regards the system of “checks 
and balances’ followed in this country 
as ineffective. 

The author discusses the origin of the 
idea of the Federal Reserve Board, the 
reasons why the Board’s policy has been 
ineffective at times, the division of 
powers between the Board and the 
Reserve banks, the influence of the 
Treasury, the relation of the Board to 
open market operations and the posi- 
tion the Board should occupy relative 
to the rediscount policy and credit 
control in general if we are to have an 
effective central banking system. Ac- 
cording to Mr. Weyforth, the framers 
of the Banking Act of 1933 recognized 
the unsatisfactory position of the Board 
and undertook to make it a more 
powerful organization in the operation 
of the System in the future. This was 
particularly indicated by provisions 
relating to international agreements or 
discussions with central bankers abroad. 
The Act gave definite legal status to 
Federal Open Market Committee but, 
in the mind of the author, it failed to 
define very clearly the powers of the 
Board in connection with the function- 
ing of this Committee. Professor Wey- 
forth sees no danger in a greater con- 
centration of powers relative to credit 
control in the Board. 


PRICES AND CYCLES 


‘*“TNSTABILITY,” says McCracken 
in Value Theory and Business 
Cycles (Falcon Press, New York), “‘is 
the price we pay for progress.” He 
recognized that there are certain ele- 
ments of uncertainty or unavoidable 
instability in a dynamic society and he 
feels definitely that the major difficulties 
we encounter in our economic life are 
due largely to three primary causes: 
(1) tariff, (2) war and (3) unstable 
money. These he regards as violations 
of basic economic principles by busi- 
ness interests and the Government. 
Mr. McCracken has briefly and in- 
terestingly summarized the writings of 
several outstanding economists rela- 
tive to their ideas and principles affect- 
ing the business cycles. This long list 
includes such well known names as 
Karl Marx, John Law, Robert Owen, 
Malthus, Ricardo, Irving Fisher and 
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John Maynard Keynes. The chapters 
covering the writings of John Law, 
Kellogg, Irving Fisher and John May- 
nard Keynes are highly entertaining. 
The schemes of Law and the discussion 
of greenbackism are very timely in view 
of some of the arguments being ad- 
vanced today in favor of inflation and 
the issue of paper money. 

In the last chapter, entitled, “‘ Amer- 
ica Goes Off the Gold Standard’’, are 
presented three fundamental and con- 
tributing causes for the overthrow of 
the gold standard: (1) a_ technical 
weakness in the gold standard; (2) 
an intolerable banking system and (3) 
liquidation that failed to liquidate. 
The author sees “little hope to be 
gained in the immediate future from 
laissez-faire and the inherent workings 
of automatic forces.” A return to the 
gold standard should not be attempted 
“until the forces of liquidation have 
thoroughly spent themselves and busi- 
ness is definitely on the road to re- 
covery.”’ He appears to favor some type 
of managed currency though he does 
not indicate just what type should be 
adopted, except to say that “experi- 
ments now being made in the world with 
a managed currency may lead to a 
tabular standard of value superior to 
the gold standard.” 

It is difficult to accept the author’s 
views that the issue of Federal Reserve 
Bank notes will prevent a further liqui- 
dation or forced sale of securities and 
other bank assets, or that such notes 
will always be secured by “sound col- 
lateral.” The most interesting parts of 
the book are those which deal with the 
earlier writers on the subject. The writer 
himself, recognizing that bankers and 
business men might be interested in 
reading only those sections dealing 
primarily with money and monetary 
problems, suggested that they might 
“be able to read with profit, chapters V 
and VI on ‘Lawism’ together with 
chapters XIV and XV on Fisher and 
Keynes.” 


SILVER 


HERE is an almost continuous 

stream of new books appearing on 
the market, many of which deal with 
banking and business subjects in a 
very stimulating way. Among those 
which are of current interest will be 
found several dealing with the silver 
question. There are many men in public 
life today who will recall the free silver 
(16:1) campaign of William Jennings 
Bryan in 1896. The articles and ad- 
dresses of Senators Pitman of Nevada 
and Borah of Idaho have the “silvery 
tingle” of the oratorical outpourings in 


1896 or of the days preceding the en- 
actment of the Bland-Allison Act of 
1878 and the Sherman Silver Purchase 
Act of 1890. The silver question has 
made its periodic appearance again as 
it has been accustomed to do during 
periods of depression. It was one of 
the important questions of the London 
Economic Conference, and the coinage 
of silver is being urged by many as 
the way out of the present depression. 

Silver, An analysis of Factors Affect- 
ing Its Price by Y. S. Leong (Brookings 
Institution, Washington) deals with 
the demand for, the production of, and 
the price of silver. Mr. Leong does not 
anticipate an increased demand for 
silver in the near future. Its monetary 
use is largely restricted to subsidiary 
coinage. His general conclusion is that 
so far as the countries, including the 
United States, which neither hold or 
produce silver are concerned the policy 
should be one of laissez-faire. Should 
We Turn to Silver? by H. M. Bratter 
(University Press, Chicago) is the title 
of a very interesting pamphlet on the 
silver question. No definite conclusion 
is expressed but the obvious conclusion 
is that we should not turn to silver as a 
way out of this depression. These are 
timely discussions of a timely subject. 

Among the other important books 
which have been received and many of 
which will be read with interest are the 
following: New York Banking Law 
Annotated 1933 by W. E. Baldwin; 
Qualitative Credit Control by W. E. 
Dunkman; Audacity! More Audacity! 
Always Audacity! by The United Ac- 
tion Campaign Committee; Study 
Guide to National Recovery by Harold 
Rugg and Marvin Krueger; Foundations 
for the World’s New Age of Plenty by 
Fred Henderson; How to Do Publicity 
by Raymond C. Mayer; The Practical 
Application of Investment Management 


NEWS 


Do You 
Realize 


where the economics of 
“the new deal” are 
leading you? Read 


the new book, by a well-known Liberal, that 
boldly criticises the theories of our leading 
“new deal economists,’’ now shaping the course 
of business, finance and industry. A book that 
will open the eyes of every man who feels it is 
time to pause and consider before he goes too 
far — who is not convinced that it is wise to 
surrender ALL the reins to the government. A 
book every financial and business man can read 
with profit and quote with effect. $1.50 


CONTROL 
From the TOP 


By Francis Neilson 


G. P. PUTNAM’S SONS 
2 W. 45th St. New York 


by Dwight C. Rose; Making the Most 
of Your Income by H. A. Blodgett; 
Distribution Today by O. Fred Rost; 
Financial Handbook—Second Edition— 
edited by R. H. Montgomery; Money- 
lending in Great Britain by D. J. 
Orchard and Geoffrey May; Foreign 
Bonds: An Autopsy by Dr. Max Wink- 
ler; Fiat Money Inflation in France by 
A. D. White; Economic Reconstruc- 
tion Legislation of 1933 by National 
Industrial Conference Board, Inc.; 
Jordan on Investments—2nd Revised 
Edition—by David F. Jordan; Life 
Insurance Trusts by Guy B. Horton; 
Twenty Years of Federal Reserve 
Policy by S. E. Harris; The Future 
Comes by Charles A. Beard and G. H. E. 
Smith; The Sterling—Dollar—Franc— 
Tangle by Paul Einzig. 

Joun M. CHAPMAN 

Professor of Banking, 

Columbia University 


Below is the NRA Press Room in Washington. The first 
reports of swift developments in the New Deal usually 
come through newspapers. Then come magazines and 
books with a more accurate appraisal 
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The New Era in Banking 


deposits covered by deposit insurance 
under the law will no longer be required, 
many banks also will find advantage in 
the release of such collateral. 

By far the greater advantage to banks 
in the insurance system in relation to 
postal savings deposits, however, lies in 
the fact that, so long as deposits up to 
$2,500 are fully insured in commercial 
banks with perfect safety to depositors, 
there is no longer any reason for the 
Government to remain in the banking 
business. It is improbable, at least for 
the present, that Congress will abolish 
the postal savings system, as now pro- 
posed by various banking authorities, 
but it is quite probable that the mass of 
depositors in the postal savings system 
which have turned to the latter during 
recent banking troubles will return to 
the greater convenience of commercial 
banks. Over a billion dollars of the 


$1,180,000,000 of savings in the postal 
system at last accounts represents funds 
which normally would go into com- 
mercial banks. 


Under the deposit 


| 


RATIO OF LOSSES TO DEPOSITS. The losses of depositors in all state and national banks which suspended during 1921- 


(CONTINUED FROM PAGE 12) 


insurance system there is no reason 
why they should not do so, with vast 
benefits to the banks in net earnings 
and greater returns to depositors in 
interest on savings accounts. 

On June 16, end of the year’s limit 
after the passage of the Banking Act of 
1933, the provisions of that Act in 
regard to security affiliates go into 
effect. That blow to many banks has 
been visibly eased during the past six 
months, if slow poison is better than 
sudden death, by the fact that the act 
regulating the issue of new securities has 
practically paralyzed the market for 
new capital and killed the business of 
security underwriting. It is promised 
that under Presidential urge the Securi- 
ties Act will be modified by Congress so 
as to reduce personal liability of direc- 
tors and underwriters of new issues for 
the purpose of stimulating new long 
term financing of the heavy industries, 
which cover about 60 per cent of all 
industrial activity in the country. How- 
ever, so far as banks are concerned, the 


Southwestern 


Distribution of Lesses and Estimated Assessments 


security business is a thing of the past. 
The banks not only can have no secu- 
rity affiliates but national banks also 
cannot deal in securities on their own 
account nor hold investment securities 
except in limited amounts and with the 
approval of the Comptroller of the 
Currency. 

Gradually, also, in the course of the 
next few months much of the emergency 
banking legislation passed during the 
last two years will expire, placing the 
banks of the country upon the basis of 
permanent legislation. All banks, both 
member and non-member, will not be 
able to borrow so easily from the Fed- 
eral Reserve banks, if they wish to do 
so. After March 3 the Reserve banks 
can no longer make advances on the 
time and demand notes of member 
banks secured otherwise than by eli- 
gible or acceptable paper. After March 
24 advances to non-member banks by 
the Reserve banks will no longer be 
permitted. Congress may extend these 
privileges, but this is not likely, for the 


Fer Cent of Total Losses 
FerCant of Total Auessments 


JOURNAL CHARTS FROM J. P. HICKMAN, JR. 


1932 are shown (chart at left) as a percentage of the total deposits of the active banks, and thus indicate the approximate 


losses which the guaranty fund would have sustained annually had it been in operation during that period. . . . 


DISTRI- 


BUTION OF LOSSES AND ESTIMATED ASSESSMENTS. During the period, 1921-1931, the losses in suspended state and 
national banks which occurred in the various sections of the country are shown (chart at right) as a percentage of the total 
losses, and in like manner the percentage of the total assessment which would have been levied on these same sections to 


make good the deposit losses. The data is taken from a bulletin published by the Association of Reserve City Bankers. 
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Chairman Jones 


simple reason that they are not being 
used. Banks in need of funds under such 
circumstances usually go elsewhere. 
The R.F.C. beckons and the banks 
respond. 

Year-end meetings of stockholders 
and bank management are witnessing 
more changes in the capital organiza- 
tion of banks than have taken place in, 
probably, any five years of banking his- 
tory. The tremendous, spectacular re- 
arrangement of capital set-ups by the 
great metropolitan banks are dupli- 
cated proportionately in smaller banks 
all over the country. The reorganization 
of many banks growing out of mergers 
following the banking holiday, the use 
of preferred stock underwritten by the 
Reconstruction Finance Corporation in 
bank reorganization preliminary to the 
inauguration of the deposit insurance 
system, and constant losses by many 
banks during the past three years or 
longer, resulting in impairment of sur- 
plus and reserves if not in capital itself, 
have made reorganization necessary or 
at least advisable, and banks generally 
are facing the situation with courage 
and good sense. What appears to be 
serious sacrifices are in fact mere recog- 
nition of facts as they exist. In many 
cases they are more apparent than real, 
since a writing down of capital results 
in building up reserves and surplus. In 
any event the process has greatly im- 
proved the position of individual banks 
and will operate to strengthen the 
banking business as a whole. 

The banking business of the United 
States, in short, is passing out of the 


**. . . banks face the new year owing 


the RFC five and a half times member 

bank rediscounts with the Reserve 

banks. If RFC subscriptions to preferred 

stock and capital notes and debentures 

and loans on such securities are in- 

cluded, the proportion is seven and a 
half times.”’—The Author 


emergency stage into a period of new 
conditions arising from permanent legis- 
lation. It is to have new relations with 
the public under the deposit guaranty 
system. As has been indicated previ- 
ously in these columns, it faces new 
supervision in a combination of the 
authority of the Federal Reserve Board 
and the Federal Deposit Insurance 
Corporation. Not the least important of 
these relations are those with the Re- 
construction Finance Corporation. All 
of these relations involve new credit 
policies—credit granted and, more im- 
portant perhaps, credit received. What- 
ever may be the credit relations with 
the Federal Reserve banks, which are 
supposed to be the fount of ultimate 
credit when once normal borrowing by 
the industrial and commercial public is 
renewed, the banks face the new year 
owing the R.F.C. approximately five 
and a half times member bank redis- 
counts with the Reserve banks. If 
R.F.C. subscriptions to preferred stock 
and capital notes and debentures and 
loans on such securities are included, 
the proportion is in the neighborhood of 
seven and a half times. 

Such a state of things is neither 
normal in itself nor can it lead to normal 
commercial credit. On the other hand, 
member banks in the Reserve System 
have excess reserves of over $700,000,000 
ready to lend under proper conditions. 
Presumably non-member banks are in 
the same position, all growing out of the 
bond buying, open market policy of the 
Reserve banks and a lack of demand for 
commercial credit. The banks of the 


Governor Black 


country are in a position to lend enor- 
mous amounts, almost without limit, to 
commerce and industry as need arises 
and as conditions justify. In so far as 
they are not doing so it is because the 
actual need of commercial bank credit 
has not yet developed, and existing 
conditions do not justify much of such 
credit that is actually demanded. 

General business conditions are re- 
sponsible for this situation, and uncer- 
tainty as to future prices and values 
underlies most of the unfavorable busi- 
ness conditions. Part of this uncertainty 
is due to doubt as to the ultimate effect 
of the industrial code and farm aid pro- 
grams, but most of it is due to the 
present monetary policy of the Govern- 
ment. So long as the future value of the 
dollar is in question there can be no 
certainty as to prices of either com- 
modities or securities, and without such 
certainty credit must move only within 
a narrow range. Nevertheless, it should 
be pointed out that, while recessions in 
prices may be expected in the course of 
developing the present governmental 
policy, the tendency, both in keeping 
with inflation threats and theannounced 
policy of the Government, is in the 
direction of higher prices except, per- 
haps, for bonds. The chief danger in the 
situation is that the dollar depressing 
campaign may fail and result in a price 
reaction. 

The most serious phase of the mone- 
tary policy from a bank standpoint is its 
effect upon Government securities. It 
is inevitable that any movement which 
threatens (CONTINUED ON NEXT PAGE) 
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inflation should adversely affect the 
Government’s obligations. Primarily 
this is due to the feeling that any re- 
duction in the value of the dollar is a 
reduction in the value of all fixed 
obligations. Technically the result is a 
turn to “equities”, stocks, property of 
all sorts, everything which may be ex- 
pected to rise in price as the value of 
the dollar declines. So far the effect of 
the inflationist campaign has been 
chiefly in the hesitation shown to invest 
in long term securities of any sort, in- 
cluding Government long term obliga- 
tions. Banks and investors of every class 
want their money where they can com- 
mand it readily in case of emergency. 
Naturally this disposition affects the 
market for Government bonds, and to 
that extent affects the credit of the 
Government, as has been demonstrated 
by the questionable results of the re- 
funding operations of the Government 
in the Fourth Liberty 414 per cent 
bonds, its inability to use long term 
financing to refund the sizable maturi- 
ties of mid-December and the higher 
interest rate required to carry the issue 
of one year certificates to success. All 
things considered, the Government 
rightly considers itself fortunate that 
the December issue was so largely over- 
subscribed even at the 214 per cent 


rate. Much optimism, however, is 


The banking structure is now stronger than it has been for 
many years. Banks are operating under a code which has 
eliminated many abuses in the business and promises a fair 
return upon banking operations. The country gives every 
indication that in spite of temporary set-backs and various 
foolish or doubtful policies its face is turned toward business 
recovery. It is adjusting itself to new plans and settling down 
under new conditions. Nearly all great trading nations show 
better business and improved prospects, which are certain to 
be reflected in our own. In any event the country is no longer 
following a policy of drift and laissez faire. It isonits way some- 
where and it may well be toward restored prosperity. 


scarcely justified by the event. Most of 
the obligations refunded were held by 
banks overflowing with money which 
they could not profitably employ other- 
wise. Reinvestment for a year was the 
logical way out of the situation. The 
significant fact in Government financing 
is that the December maturities could 
not be refunded into long term bonds, 
as the Government’s financial position 
requires, and the refunding of the 
Fourth Liberty issue into new long term 
issues has not proved the success that 
was predicted. 

It certainly does not follow, however, 
that such results of recent refinancing 


Another 
Noble 
Experiment 


SHARE. 


SHAFER IN THE CINCINNATI TIMES-STAR 


seriously impugn the credit of the 
Government in Washington. In spite of 
impending great increases in the public 
debt growing out of the recovery pro- 
gram, in spite of business uncertainty 
and monetary policies, the fact is that 
the wealth and resources of the United 
States are just as great as they ever 
were, the will and ability of the Gov- 
ernment to meet its obligations is just 
as great and the ultimate and prompt 
payment of its obligations by the Gov- 
ernment on maturity is just as certain 
as ever. With due allowance for the 
usual ups and downs of the money 
market from time to time, a Govern- 
ment obligation is just as good as the 
money it represents. In view of the 
large part Government obligations play 
in banking, this sound ultimate value of 
the former is to the latter a foundation 
of rock which neither threats of inflation 
nor inflation itself can shake. Possible 
difficulties are not with Government 
bonds but with the money they 
represent. 

There is no occasion to magnify or 
minimize the dangers and difficulties 
faced by banks of the United States in 
the next few months. They are rather 
thoroughly understood and more or less 
discounted. Bankers are now face to 
face with realities, and the realities are 
far better than they were a year ago. 
The chief danger lies in inflation or 
threats of inflation, but bankers face no 
more loss or difficulties on this account 
than any other line of business, and 
actual dangers doubtless are less serious 
than they appear to be. In spite of con- 
stant threats there may be no inflation 
of the currency—at least none that will 
seriously affect ultimate values. Until 
the American people lose faith in their 
dollar, runaway currency inflation is 
difficult if not impossible, and so far the 
general public has maintained its faith. 
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Changes in the 


Status of Gold 


(CONTINUED FROM PAGE 25) 

not import foreign gold and sell it 
to the Federal Reserve banks, pro- 
vided the gold was imported after 
November 1, 1933. None the less, 
Federal Reserve Board officials were 
reported to have maintained that the 
Federal Reserve Bank of New York is 
without power to purchase gold at more 
than the statutory price of $20.67 
provided in the Federal Reserve Act. 


November 8 
Gold Leaves France for U. S. A. 


Paris dispatches reported private 
shipments of gold to the United States. 


November 12 


White House Conference; 
Thomas and Committee for the 
Nation Plan Silver Conference 


A three-hour White House confer- 
ence on monetary and financial mat- 
ters, attended by a large group includ- 
ing Messrs. Woodin, Black, Warren 
and Rogers. Senator Thomas states 
printing press inflation is not needed, 
if adequate, soundly backed currency 
is provided, and that he and Senator 
Smith of South Carolina are calling a 
conference to be attended by various 
members of the Committee for the 
Nation and Senators Pittman, Wheeler, 
Borah, Harrison and Fletcher. 


November 14 


Gold Price Up 


Price of gold lifted 11 cents to $33.56. 
Gold purchases abroad reported as 
totaling about $6,000,000. 


November 15 


Treasury Shake-up; Gold Price 
Halts Advance 

Secretary Woodin goes on leave; 
Morgenthau made Acting Secretary of 
the Treasury; Dean Acheson quits as 
Undersecretary. Increase in gold price 
halted (and not resumed until Novem- 


ber 20). 
November 16 


Judge Woolsey’s Decision 


In New York Federal Court Judge 
Woolsey rules in Campbell case that 


the Executive Order of August 28 
directing gold hoarders to turn over 
their gold to the Federal Reserve banks 
was invalid because not issued by the 
Secretary of the Treasury. Judge Wool- 
sey upholds constitutionality of the 
anti-hoarding act of March 9. 

J. P. Morgan has tea at the White 
House. 


November 18 


Gold Buying in Paris Halts; 
U. S. Chamber of Commerce 
Asks for Sound Money 


Paris newspaper report says U. S. 
gold buying there has practically 
ceased, being no longer necessary in the 
face of the new and heavy movement 
of capital. 

U. S. Chamber of Commerce passes 
sound money resolution. 


November 20 


The Gold Program Resumed 


Gold price lifted 10 cents by R.F.C., 
following a five-day halt. Jesse Jones 
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reported as stating that to date 265,000 
ounces of gold had been purchased at 
cost of $8,500,000. U. S. buying in 
Paris is resumed; over $1,000,000 worth 
reported bought. 


November 21 


Professor Sprague Resigns; 
Gold Goes Up 


Resignation of Prof. O. M. W. 
Sprague, special Treasury adviser, 
made public. Professor Sprague voices 
strong opposition to Government’s 
gold policy. Gold price raised 10 cents 
more to $33.76. 


November 22 
President Scores Critics 


One month after inauguration of new 
gold policy, the President, speaking 
from Georgia, strikes at its foes. J. P. 
Warburg urges immediate abandon- 
ment of the gold policy. Another pause 


* in lifting of gold price (which remains 


at $33.76 until November 28). 
(CONTINUED ON NEXT PAGE) 


Gold scrap is weighed and poured into 


a container for shipment 


SANDY HARMAR 
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November 23 
Report on Anti-Hoarding 
Campaign 


Attorney General announces return 
of gold under anti-hoarding campaign 
as totaling $39,329,973. Of this, $240,- 
130 came in following initiating of 
prosecutions. 


November 25 


Governor Smith Opposes 
Monetary Program 


Alfred E. Smith asks return to gold. 


You 


November 27 


Legality of Gold Program: 
Con and Pro 


Publication of memorandum written 
by Dean G. Acheson while Under- 
secretary of the Treasury, declaring 
manner of execution of the gold pro- 
gram illegal. Also published, a defense 
of the program by Stanley Reed, 
General Counsel of the R.F.C. 

Chairman Jones of the R.F.C. 
quoted as maintaining the R.F.C. 
acquisition of gold-to be entirely legal 
and to have been based upon opinion of 
Attorney General. 


for Calling My Attention to 
the additional $12,500°° 


TERRELL, 


Davis, HALL & CLEMENS 
TTORNEYS AT LAW 


SAN ANTONIO, TEXAS 


October 23, 1935 


Mary land Casualty Compeny 


San Antonio, Texes 


Gentlemen. 


A snort time 
check for $39,000 to 


lic 
overing the two po 
pick 0, Terrell, accident 


1933. 


Both his wife and T 
that your policies pro 


entirely provisions 


vided under the acc 


ou delivered 
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es held by my brother, 


to me @ 
D. Terrell, 


ly killed September 1, 


were under the impress ion 
wided for only $26,500, 


additional $12, 500 pro= 


n behalf of his wife 


1 desire to — song check and the prompt 


and myself not only for 


put further, thet you 


and courteous ee policy provision for 


called my attention to 


the additional $12,500. 


You truly 


Always say: ‘‘We want our protec- 
tion through the Maryland Casualty 
Company.” It means something. 


MARYLAND CASUALTY 


COMPANY- BALTIMORE 
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F.HIGHLANDS BURNS 


November 28 
The Advance Is Resumed 


After a week’s standstill, gold price is 
raised by R.F.C. nine cents to $33.85, 


November 29 


Two Old Statutes on Gold 
Are Uncovered 


Gold price raised eight cents more to 
$33.93. Two old U. S. statutes are re- 
vealed, one, dating from 1864, ap- 
parently authorizing Treasury to sell 
gold. A second, permitting Treasury to 
purchase gold coin at prices “most 
advantageous to public interest.” 


December 1 


Gold Reaches a Plateau 


The price of gold fixed by R.F.C. 
at $34.01, a price destined to be main- 
tained for many days. 


December 9 
A ‘*‘Leak’’ in the Gold Price? 


Treasury reported investigating al- 
leged “leak” in gold price, following 
rumor that daily price had become 
known in London several minutes be- 
fore known in New York. 

President confers with Professors 
Rogers and Warren. 


December 10 
Gold Price Leak Plugged 


Associated Press in Washington 
states Treasury officials have devised 
new methods for publishing gold price, 
to avoid any advance leak of in- 
formation. 

Reported U. S. has approached 
Britain regarding exchange stabiliza- 
tion, but without success. 


December 13 


Still Seek Gold Leak; Cornell 
Group Against Gold Plan 


[- Morgenthau terms gold leak a great 
mystery. Six Cornell professors pub- 
lish statement urging abandonment of 
the gold policy. Senator Thomas re- 
ported exercised over reports of dollar 
stabilization negotiation. 


December 18 
Up Five Cents 
The price is advanced to $34.06. 
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The Vehicle for Recovery Is Capital, Not Credit 


movements is entirely natural, for 
the rise in bond prices results in a 
decline in bond yields and therefore 
facilitates the sale of securities to 
finance the long deferred needs of 
industry. 

In view of the significance of new 
financing in stimulating business re- 
covery, it is therefore important to 
consider the causes of the virtual col- 
lapse of the capital market at the 
present time. The question naturally 
arises, is this decline due to the in- 
adequacy of the supply of new capital? 
Statistics on the amount of new capital 
are incomplete, and therefore it is 
impossible to calculate with any degree 
of accuracy the actual amount now 
seeking investment. 

As mentioned before, capital is 
derived from the savings out of national 
income, and therefore the sharp con- 
traction of the national income and the 
heavy losses on securities and real 
estate have reduced the total supply 
of available capital. Nevertheless it is a 
recognized economic fact that in a 
period of depression the force of saving 
continues strong, for in hard times we 
are inclined to restrict our spending 
and so, even though our income is 
smaller, net savings continue. Even in 
this severe depression savings have 
been considerable, as evidenced by the 
statistics of mutual savings banks and 
insurance companies. On the other 
hand, the demand for capital, notwith- 
standing the large amount of Govern- 
ment financing, has been relatively 
small as compared with previous years. 

It would seem, therefore, that we 
must seek elsewhere for the causes 
checking the flow of capital. Unques- 
tionably the Securities Act has tended 
to limit the volume of new financing, 
since responsible corporate officers and 
investment bankers are unwilling to 
assume the liabilities required under 
the new statute. It is interesting to 
note that the Securities Act aims 
primarily to prevent the issuing of 
fraudulent securities, but as a matter 
of fact the proportion of such securities 
to the total amount floated by invest- 
ment bankers in the past has been 
relatively insignificant. In fact, the 
various Federal hearings on financial 
legislation, with only one exception, 
did not disclose conclusive proof of 
fraud in the case of any of the securities 
listed on the New York Stock Ex- 
change. 

A more serious factor which restricts 


(CONTINUED FROM PAGE 33) 


the free flow of capital is the lack 
of public confidence in the monetary 
system. A decline in the value of 
money, resulting in a rise in the price 
level, brings direct loss to the holders 
of fixed-interest bearing obligations. 
These holders include the wage earner, 
the salaried man, the school teacher, 
the doctor and the minister who have 
refrained from spending their income 
and who have invested their funds 
directly in corporate or government 
securities. The bond-holding class also 


includes the holders of insurance poli- 
cies or savings bank accounts, since 
these institutional funds are largely 
placed in fixed-interest bearing obliga- 
tions. These persons represent the hard 
working, thrifty members of the com- 
munity who prefer to forego the spend- 
ing of their income in the present in 
order to make provision for the future 
needs of themselves or their dependents. 
The savings of this group constitute 
the foundation on which we must build 
our business recovery. 


"THE 15,000 Associated employees 
include linemen, meter readers, 
stenographers, service men, ac- 
countants. During the depression 
they have taken pay cuts. In these 
respects they are not much different 
from other utilities employees. But 
in responsiveness and willingness 
to cooperate in defeating the dif- 
ficulties of the depression they are 
unusual. Two of their achievements 
are outstanding: 


New Business Secured. Volun- 
tarily, all employees worked to- 
gether to find new electric and gas 
business. During the past 12 
months these efforts have resulted 
in the sale of $2,808,000 of ap- 
pliances, which will use $813,000 
of gas and electricity annually. 


Securities Distributed. During 
the spring of 1932, at a time when 
financial markets of the country 
were crippled, the Associated Sys- 
tem was confronted with heavy re- 
financing. Associated employees 
went out and sold $6,200,000 of 
debenture bonds.This achievement 
was of vital importance in protect- 
ing the investments of the quarter 
million Associated securityholders. 


ONE OF A SERIES, “THIS IS THE ASSOCIATED SYSTEM.” eee 


Spirit of °33 


Among Associated Employees 


A Federal Trade Commission 
Examiner recently praised this 
spirit of cooperation among Asso- 
ciated employees. It is this spirit 
among workers which will help 
the nation win its war against 
depression. 


Associated Gas & Electric System 
61 Broadway, New York 
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A Well Balanced Trust Account 


OW, under prevailing conditions, 

may a trust officer best attain the 

goal of a well balanced trust account, 

where full discretionary authority has 
been granted? 

Many factors must be weighed in 
arriving at a solution of this problem. 
State laws, the importance of tax- 
exempt securities, the life of the trust, 
distribution dates, all must be given due 
consideration. But assuming that these 
factors exist only in theaverage degree of 


importance, vice-president A. H. Evans 
of the Continental Illinois National 
Bank and Trust Company has recently 
recommended the following as meet- 
ing the needs of a million dollar estate: 
U. S. Government bonds of various 


20% 
Public utility bonds... 30% 


Industrial bonds and/or preferred stocks 20% 
Individual real estate mortgages. ..... 10% 


AT THE THRESHOLD of 1934 
the U. S. F. & G. looks back over 
thirty-eight years of bonding and 


insurance service to the banking 


world; looks forward with confidence 


to broader opportunities for service 


in the New Year. 


USF&G 


UNITED STATES FIDELITY AND GUARANTY COMPANY 
with which is affiliated 


¥F &G FIRE 


FIDELITY AND GUARANTY FIRE CORP, 


Home Offices 


BALTIMORE, MARYLAND 


Mr. Evans bases his schedule on the 
following facts: 

U. S. Government bonds are still the 
premier investment, in spite of the 
inevitable expansion of the Federal 
debt. Invest partly in short term, partly 
in medium term and partly in long 
term issues. 

While many municipalities are too 
heavily laden with debt and are faced 
by tax delinquencies, there are high 
grade investments available to the 
trustee in the municipal field, and such 
carefully selected securities still have 
a merit second only to Governments. 

Railroad bonds have had a marked 
recovery in the past year, and while it 
may be objected that they are rarely 
paid except by reorganization, and that 
it is no longer possible to choose them 
merely by ‘“‘name’’, the careful study 
of balance sheets, traffic density, com- 
petitive conditions and other basic fac- 
tors will suggest several issues. 

Public utility bonds afford a broad 
selection of excellent investments. 
While political conditions are un- 
favorable, rate structures are under 
attack and heavier taxation and operat- 
ing charges may be anticipated, the 
earning records of many companies 
remain favorable. A new yardstick is 
suggested, however, for measuring in- 
trinsic values. The number of times 
interest has been earned must be sup- 
plemented by a weighting of the amount 
of depreciation, and a consideration of 
the ratio of debt to gross revenues, two 
figures which are not subject to manipu- 
lation. The economic status of terri- 
tories must not be neglected, nor the 
probable reaction of the population to 
schemes of public ownership. 

The obligations of successful indus- 
trial corporations merit consideration, 
but involve important selective prob- 
lems. Bonds of nearby companies make 
a closer watch possible, and the sta- 
bility of earnings and recuperative 
powers of plants, as well as industries, 
require study. 

Though real estate bonds have caused 
many a severe headache in trust de- 
partments in recent months, mortgages 
on individual homes have seldom shown 
ultimate losses when originally based 
on fair cash valuations, and business 
recovery is almost certain to result in 
a slow but steady increase in property 
values. It is, however, as necessary to 
evaluate the character, occupation and 
earning capacity of the mortgageor as 
the property itself. 
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Without Doubt, Proceed 


the confidence to borrow, to venture, 
to work for his legitimate profit. Public 
confidence in banks is no longer an 
issue, and bankers should not allow 
their energies and attention to be 
diverted for a moment from the real 
problem of business improvement—the 
removal, or at least the minimizing, of 
the elements of uncertainty in the 
commercial and industrial picture. 

The business or industrial executive 
venturing upon a new enterprise or an 
expanded activity today is confronted, 
first and foremost, with the N.R.A. He 
has no precedent for judging what its 
result is going to be in his particular 
field. Ultimately, the code in his in- 
dustry may benefit him tremendously, 
but just now he can only guess at its 
probable effect. His lawyer may tell 
him, also, that there is some doubt as 
to how the things he plans to do may 
be construed under the code. 

Then, too, if his sales field is among 
other industries and not among con- 
sumers, his problem is further com- 
plicated by the changes that may be 
brought about by the N.R.A. codes 
under which his prospective customers 
must operate. Will their modified 
status take them out of the market for 
the things he has to sell? Will it be 
necessary for him to develop entirely 
new markets? 

The uncertainty of the labor situa- 
tion creates another problem for him. 
He may be on excellent terms with his 
own employees and their unions. He 
may be living up to the labor provisions 
of his particular N.R.A. code to the 
letter. But suppose some competitor 
decides to “fight it out” with labor, 
and a strike follows throughout the 
industry. Although he may encounter 
no labor troubles himself, his pro- 
spective customers may be forced to 
halt operation because of labor dis- 
turbances in their respective industries. 
What will become of his investment in 
new machinery, new raw materials, 
advertising and selling effort? 

But more important than the effects 
of codes is the puzzling monetary 
situation that confronts the business 
man. In addition to bank loans, or 
perhaps we ought to say more than 
bank loans, the average business today 
needs new capital. Where may it be 
obtained when investors, with the 
characteristic timidity of capital, hesi- 
tate not only to go into new ventures 
but even to invest their money in what 


(CONTINUED FROM PAGE 29) 


have heretofore been going concerns? 
In this dilemma neither the business 
man, the investor, nor the banker can 
speak with any assurance of the future. 

Faced with these doubts and uncer- 
tainties, is the business man to be 
criticized for hesitating? Is it any won- 
der he lacks confidence? 

All his skill and experience count for 
nothing in the face of these new ele- 
ments that have appeared so suddenly 
and unprecedentedly on the business 


scene. True, all of them may be working 
for his ultimate benefit, but at the 
moment he does not know just which 
direction the trend will take. And so he 
waits. He does not go to his bank to 
borrow the money for developing the 
business plans he has in mind, nor does 
he seek new capital to restore his losses. 

Above all others, bankers themselves 
are in position to recognize the out- 
standing need of our program for re- 
covery: renewed commercial confidence. 


Pass on it 


Carefully —as you would a Loan 


HEN casualty insurance comes 

up for consideration make the 
same detailed analysis you do before 
extending a line of credit. Study the 
financial statement, policies and rec- 
ord of management of this 16-million 
dollar Company and you will see 
why, in increasing numbers, careful 
buyers—both successful corpora- 
tions and individuals—are specifying 
“L-M-C” protection for their Auto- 
mobile, Compensation and general 
casualty insurance. 


Careful underwriting and conserv- 
ative investing are the foundations 
of sound insurance protection. In 
this leading mutual Company risks 
are carefully selected. Reserve funds 


are invested for safety of principal 
rather than rate of return—over 
70% of all invested assets are in 
Cash, United States Government 
and selected Municipal Bonds. 


These conservative policies coup- 
led with economical management 
have resulted in substantial profits, 
which, in this mutual Company, 
belong to policyholders. Last year 
dividends paid to policyholders 
amounted to $2,726,144—reducing 
the net cost of their insurance by 
that amount. We invite your ques- 
tions concerning any phase of this 
Company’s operations. Write for 
our booklet on “Mutual Casualty 
Insurance.” There is no obligation. 


ETUMBERMENS MUEWAL 
COMPANY 


JAMES S. KEMPER, President 
Home Office: Mutual Insurance Bldg., Chicago 


WORLD'S GREATEST AUTOMOBILE MUTUAL 
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RECONSTRUCTION 


(CONTINUED FROM PAGE 52) 
On this layout, the lines of the pres- 
ent controversy become tolerably plain. 
One group proposes as an answer the 
general establishment of branch bank- 
ing throughout the country, with a view 
to building up just such big chains as 
have existed in Canada, England and 
elsewhere. These banks have stood, 
almost without exception, the strain of 
depressions, and in those countries bank 
failures are practically unknown. This 
group argues, and rightly, that by the 
establishment of big chains the problem 
of too many small banks is solved; like- 
wise, that the distribution between 
savings money and commercial money 
is accomplished, because a surplus of 
commercial money in one place may be 
applied to a community where there is 
more savings bank money than is 
needed, but less commercial bank 
money; and so forth. There is a great 
deal to be said for this view, and many 
competent bankers advocate it. 

The difficulty with this lies in the 
fact, first, that America, just now, 
happens to be a little lacking in bankers 
who have demonstrated their capacity 
to handle chains of this size, though we 
do undoubtedly have some. One very 
distinguished banker said to me that 
while the principle was all. right, it 
would have meant, in 1925 to 1929, a 
struggle between two or three big banks 
to discover which would be the biggest 
bank in the world for all time; and 
America has displayed a predilection at 
various times for size rather than for 
solvency. More than one banker has 
wrecked his career because he got 
slightly confused as to whether he was 
trying to be a first-rate banker or a 
second-rate Napoleon. It is possible 
that that lesson has been learned; we 
may wholeheartedly hope so. It is a 
time when almost anything is possible; 
but my feeling would be that the insti- 
tution of a system of branch banking on 
a large scale, that is to say, on a scale 
comparable to that which exists in 
England and Canada, is at the moment 
not feasible, if for no better reason than 
that the country just now does not have 
confidence enough in any group of men 
to give it the power involved in con- 
trolling such banks. 

A second solution, more in the line of 
political feasibility, is that which it is 
said Senator Glass favors. He is re- 
ported to wish to arrange matters so 


that every bank would be, within a 
reasonable period of time, in the Federal 
Reserve System. This may have been 
achieved by the conditions attached to 
deposit insurance (though this remains 
to be seen, and it is possible that the 
next Congress will attempt to take even 
that measure of safety out of the Glass- 
Steagall Act of 1933). Next, he has 
suggested some kind of regulation as to 
the size of banks, a requirement that in 
order to open a bank you have to show 
that the bank is big enough to take care 
of a reasonable district—that is to say, 
to balance up between the various kinds 
of money it has to handle—and to in- 
sure that it has adequate capital and 
deposits to earn its overhead without 
going into risky and uncertain schemes. 
Of the general soundness of both these 
suggestions there can be no question. 
He has already proposed and achieved 
the divorce of the affiliate; and that 
divorce is likely to remain, though some 
of the absurd results occasioned by the 
1933 definition probably should be 
modified when the act is “tuned in” 
—that is, overhauled for drafting im- 
provements, as important acts fre- 
quently are a session after their origi- 
nal passage. Segregation of savings 
from commercial accounts has not 
yet been tackled, and it is one of 
the jobs that will probably have to 
be worked out as bank reform goes 
forward. 

Finally, some recognized and regu- 


Central Control 


lated status ought to be given to true 
“private banking”—the handling of 
large affairs for large clients. These 
could be provided for by permitting in- 
corporation of “banques d’affaires”, 
limited to certain types of business 
and assigned a definite place in the 
system. 

The last phase of the subject has to do 
with the reform, not of banks, but of 
bankers. The Glass-Steagall Act of 
1933 makes a beginning on that score; 
and the matter has been carried forward 
somewhat by Mr. Aldrich’s recent 
statement on behalf of the Chase Bank. 
But one cannot read Mr. Aldrich’s 
statement without a feeling of distinct 
unhappiness. Not that he was not right 
in the main, though his inclusion of 
private bankers was an incursion into a 
different type of business, which de- 
serves a separate study. But it is a 
terrible commentary on American bank- 
ers to feel that it should be necessary to 
embody in a criminal code matters 
which ought to be of the very essence of 
instinct of the banker. For example, the 
attempt to prohibit loans by a bank to 
an officer of a corporation which is a 
large borrower of or depositor in the 
bank—that is, an unsound loan to some- 
body who can swing deposits towards 
the bank. One recognizes the danger, of 
course; but it ought to be bred in the 
bone of every banker that these things 
simply are not done; and it ought to be 
a disgrace to a business man to propose 
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such a transaction. Further, a codifica- 
tion of this sort of ethics does tend to 
make banking unduly rigid. 

Bankers should know those things 
without benefit of either lawyers or 
criminal statutes, and should handle 
them ethically and automatically in 
stride. 

In this regard, two factors must be 
kept distinctly in mind. One is that 
there are a great many bankers through- 
out the country who are not only ethical 
but scrupulously so; and if they have 
not imposed their ethics on banking as a 
whole, they nevertheless are a quite 
adequate group with which to work. 
In the second place, there is a large 
body of younger men who have come up 
through the whole banking system, 
many of whom it is my privilege to 
know, and who have steadily, continu- 
ously and quietly worked towards a 
cleaning up of these individual excesses. 
Sometimes they have succeeded, some- 
times not; but they are still young, and 
within the next few years their hour 
must inevitably strike. These men 
probably are the hope of the American 
banker (as distinguished from the 


RECONSTRUCTION 


(CONTINUED FROM PAGE 53) 
earnings and do away with the ever in- 
creasing number of incompetent em- 
ployees. If we are to have a Government- 
controlled and Government-operated 
banking system it should take over 
more of the Government’s financial 
operations, good and bad. 

It is apparent that a strong effort 
will be made at the next session of 
Congress to put through a law allowing 
branch banking by national banks, 
even in states that prohibit it by 
statute. Destruction of state rights by 
this method should be considered be- 
yond the possibility of enactment, but 
it is going to take the united effort of 
all unit bankers, ‘both national and 
State, to prevent the passage of such 
legislation. The main advantage claimed 
for branch banking by those on the 
inside is that it makes possible the 
transaction of larger bank operations 
with less capital. This argument should 
be considered as against public interest, 
and the tendency should be toward 
greater safety for deposits through 
larger capital structures, rather than 
smaller. The danger of stock manipula- 
tions in large branch banking groups is 
evident to all. The danger of an over- 
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banking system). There is, in a word, a 
substratum on which much can be built. 
In the field of ethics, law can do some- 
thing, but not much. The ultimate 
reliance must necessarily be on men, and 


banked condition, which always makes 
for recklessness, is just as apt to be 
present in branch banking as in unit 
banking, and the results are the same. 
Branch banking within metropolitan 
areas or within adjoining counties may 
have some foundation, but branch 
banking cannot extend safely beyond 
the intimate credit information that the 
officers of banks may enjoy. It is a well 
demonstrated fact that the loaning of 
a bank’s money cannot be safely dele- 
gated outside of the executive officers 
of the institution. It has also been 
quite fully demonstrated during the 
past few years that any institution 
with too many paying-teller windows is 
seriously handicapped in times of stress. 

Finally, the state bankers of this 
country do not ask nor expect any ad- 
vantage over the other types of insti- 
tutions. For over 60 years there has 
been an unparalleled succession of 
prosperous years in the United States, 
with increasing industrial and agri- 
cultural development through the aid 
of a dual banking system, which has 
functioned so as to build a great nation 
faster and, we hope, more permanently 
than at any time before in the history 
of the world. A revolution in our bank- 


208 South LaSalle Street 


the objective of every bank and banker, 
whether unregulated or regulated, Gov- 
ernmental, branch or individual, ought 
to develop its men with a view to 
their essential soundness. 


Individual Initiative 


ing structure is unnecessary and will 
result in disaster. Good management in 
banking cannot be built by legislation 
nor conducted exclusively under Gov- 
ernment auspices. The unit state bank 
has not proved a failure. It has built 
up thousands of communities. The 
state banks of this country, numbering 
two-thirds of the total, deserve fair 
treatment, but it looks very much as 
if they have arrived at a place where 
they must demand it. 

The efforts of the Administration to 
bring this country out of the depres- 
sion are acknowledged to be almost a 
superhuman task. It needs must be a 
policy of building and not of destruc- 
tion. The state bankers of this country 
are the common people back home. 
They are the backbone of the com- 
munity life and furnish the lifeblood 
necessary for business operation. They 
are necessary in any plan of reconstruc- 
tion and rebuilding. They have aided in 
the recovery progress day after day. 

There is room in this country for 
both state and national banks. The 
Constitution of the United States pro- 
vides for the rights of the states. The 
state banks are necessary as an integral 
part of a successful banking system. 
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The Condition of BANKING 


secondary reserves with their New York 
City correspondents. Another factor 
which has reduced proportionately 
excess reserves in New York City banks, 
has been the policy of the Federal Gov- 
ernment in raising its funds in New 
York City and spending them out- 
side. 

In general the out-of-town banks and 
the New York City banks have been 
following opposite policies as to their 
investments. While the interior banks 
have been increasing their holdings of 
both United States Government and 
of other bonds, the New York City 
banks have been reducing their invest- 
ments. Reporting member banks of the 
Federal Reserve System, together with 
the Federal Reserve banks, alone hold 
over $7,500 million or about 30 per cent 
of the total outstanding debt of the 
United States. These figures show the 
considerable stake which the banks 
have in the maintenance of the credit 
of the Federal Government and in the 
stability of its securities. 

While the ordinary budget of the 
Government is almost balanced, the 
extraordinary expenditures are heavy, 
and as a result the deficit which has 
accumulated almost weekly since the 
beginning of the fiscal year in July is 
very heavy. Additional expenditures 
will be needed for unemployment relief 
over the coming winter as well as for 
public works. These budgetary deficits 
and the large maturing obligations fall- 
ing due in 1934 will force the Treasury 
to borrow in the open market almost 
continuously. 

The bond market in December re- 
covered some of the losses incurred in 
November. Throughout this period 
high grade securities have shown sta- 
bility in the face of threatened inflation, 
which should normally have depressed 
their price. This stability arises largely 
from the small supply, which in turn has 
been eagerly sought by insurance com- 
panies and savings banks whose claims 
are payable in dollars and so are not 
affected by the force of inflation. The 
prices of United States Government 
bonds have not shared in the improve- 
ment in the general bond market, for 
there has been a close correlation be- 
tween their prices and the price of gold 
as fixed by the Reconstruction Finance 


(CONTINUED FROM PAGE 5) 


In the utility section of the bond mar- 
ket, well secured, first mortgage bonds 
of sound operating companies have been 
generally unaffected by the growing tide 
of Government power projects. On 
the other hand, this movement has 
adversely affected the obligations of 
holding companies. They have also 
been unfavorably influenced by the 
reduction of the net income of their 
subsidiary companies as a result of the 
lowering of rates and the increase of 
taxes. The Federal, state and city 
governments have all joined in levying 
higher taxes on public utilities, and as a 
result the proportion of their gross 
revenues applied to taxes has risen from 
9.7 per cent in 1929 to about 14 per cent 
in 1933. It is therefore little wonder 
that both the utility companies and the 
investors in utility securities are object- 
ing to the imposition of taxes on utilities 
for the purpose of providing funds for 
municipalities to build competing utility 
projects. All these adverse factors will 
render difficult the task of the public 
utilities in refinancing the large volume 
of issues which mature in 1934. 

On the other hand, railway securities 
are reflecting the influence of more 
satisfactory factors. The attitude of 
the Government is friendly, and this 
session of Congress may enact favor- 


able legislation such as the control over 
interstate trucking and over internal 
waterways, so as to enable the railroads 
to operate under conditions of more 
equitable competition. Unlike the util- 
ities, the railroads do not face any 
serious refinancing difficulties in 1934. 
Their debt maturities are small and 
should be easily handled. 

Industrial profits improved through- 
out 1933. The financial statements of 
205 large corporations with net worth 
of $7,443,000,000 showed a deficit 
of $14 million in the first quarter, a 
profit of $86 million in the second quar- 
ter and $129 million in the third quar- 
ter, with every indication of satisfactory 
results in the closing quarter. 

Increasing business activity and ris- 
ing commodity prices have resulted in 
higher profits, and these forces should 
exercise a favorable influence on securi- 
ties. The increase in business activity 
and the heavy demands of the Treasury 
are the leading forces making for some- 
what higher money rates. Even more 
important than these forces in deter- 
mining security prices in the coming 
months will be the monetary policy 
of the Government, and so it is well to 
look beyond the stage of currency 
depreciation to that of eventual cur- 
rency stabilization. 


Earle Bailie, formerly member of a New York banking firm, 
has been appointed Special Assistant to the Secretary of the 
Treasury for Fiscal Affairs. His appointment fills the place 
left by the resignation of Dean Acheson on November 15 


Corporation. It would seem that this 
relationship will continue in the future | 


until the dollar is finally stabilized. 
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(CONTINUED FROM PAGE 51) 


them. As to the argument that we 
should help the natives of India and 
China, the answer is that there is no 
reason why a country should impair 
its currency system in order to help a 
country that has failed to keep abreast 
of the times. To dilute our currency 
with silver is to weaken it, just as we 
did in 1878 to 1893. And if the argu- 
ment is that there is great economy to 
be derived from the use of silver, the 
answer is that the way to obtain the 
full virtues of economy is to use paper 
money. There are no sound arguments 
to be advanced in behalf of “doing 
something for silver.” 

16. A few “experimenters” are ad- 
vocating symmetalism—the coinage of 
gold and silver in the same coin—as a 
solution. In so far as I am able to 
determine, no country has experimented 
with symmetalism since about 400 B.C. 
Therefore, those who advocate it are 
merely guessing as to its virtues. When 
used prior to 400 B.C., the chief lesson 
learned was that it was very unsatis- 
factory. Foreign exchange problems 
under such a system are almost in- 
solvable. 

17. There are those today who 
advocate the commodity dollar plan of 
Professor Irving Fisher. The confusion 
in this issue is seen in the fact that the 
employment of such a plan after a state 
of economic equilibrium is reached, in 
order to maintain a stable price level, 
is something radically different from 
devaluating the dollar in order to force 
a rise in the price level. And here again 
we come back to the point that we have 
no scarcity of gold, and _ therefore 
devaluation is unnecessary and not at 
all the proper solution to our recovery 
problems. Furthermore, after a cur- 
rency is devaluated in order to raise the 
price level, the next question would be 
whether the rising price level could be 
controlled and stabilized. And on this 
point we have only conjecture to guide 
us, for no modern nation has ever 
devaluated its currency in order to 
raise the price level, and no country has 
tried to stabilize its price level after 
inflation or after a forced rise in the 
price level by the use of the Fisher plan. 

18. Much of the current monetary 
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controversy hinges upon Professor War- 
ren’s monetary theories, which are 
supposedly a fundamental part of the 
present, and possibly of the future, 
monetary program of the Government. 
These theories are set forth in his and 
Pearson’s book, “Prices,” but the 
essence of their conclusions is found on 
pages 371 and 375. There they say 
unqualifiedly: (1) that it is very easy 
to raise the price level by an expansion 
of the currency; (2) that by adopting 
bimetallism or symmetalism it is pos- 
sible to set any price level that is 
desired; (3) that by reducing the weight 
of gold in the dollar any desired price 


level can be established; (4) that if a 
compensated dollar plan were adopted 
any desired price level could be set and 
thereafter could be maintained at a 
substantially stable price level; (5) that 
the effect of rising prices is the same 
regardless of the cause; and (6) that 
when a country has an irredeemable 
paper currency it can have any price 
level it desires. Every one of these 
statements either is open to dispute or 
is absolutely untrue, and there is no 
evidence produced in the book, “‘ Prices,” 
even though saturated with statistical 
data, that will support these monetary 
conclusions of Professor Warren. 
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public debt by just that amount. The 
original capital of the Corporation was 
wiped out in that one order. Such also 
is the case with many of the so-called 
loans, subscriptions of capital and other 
advances made by the Corporation 
under congressional direction without 
any substantial hope of repayment. All 
this may be a convenient method of 
financing, but it should not be allowed 
to cover up the facts of the case. 


Mollified 


The distribution of bounties under the 
various acreage restriction plans of the 
Agricultural Adjustment Administra- 
tion has been slower than anticipated, 
but the effect of such distribution when 
finally brought about has been sig- 
nificant. Farm relief agitation in the 
south visibly lessened as the cotton 
states became more content with pay- 
ments from the processing taxes; farm 
strikes in the wheat belt withered 
away under the flow of checks from 
Washington; the corn belt is commenc- 
ing to feel new blood in its arteries as 


corn and hog money is in sight. Mer- 
chants in the affected areas, also, have 
felt the stimulating impulse of new 
funds. There is another, the tax side, of 
the picture, however, which it may be 
just as well not to dwell upon at this 
time. All this will have been in vain if 
the farmers of the country do not take 
due heed of the fundamentals which 
Secretary Wallace of the Department 
of Agriculture is insisting upon. 
* 


Regularity 


Reaction of the money market to 
recent Government financing indicates 
rather clearly that the market is af- 
fected less by volume than by method. 
So long as new financing and refinancing 
follow regular traditional methods the 
disposition of the market is to react 
favorably. Any departure from regu- 
larity such as financing by the sale of 
bonds directly to the Federal Reserve 
banks or by the issue of greenbacks, 
both possible under the Thomas amend- 
ment, would provoke a disastrous re- 
action. The average investor is willing 
to bet on the United States Government 
so long as it tries no short cuts in 
borrowing money. 

* 


Friendship 


The Japanese Government is arming 
itself legally for a tariff war with most 
of the world, carefully excluding the 
United States from all proposals of 
retaliation and reprisals. This sounds 
like good will. The explanation is that 
one fourth of Japan’s total exports is 
raw silk, of which the United States 
takes over 90 per cent and admits it 


free of duty. 


Homecoming 


One reason given by British authori- 
ties for reported unwillingness on their 
part to stabilize the value of the dollar 
and the pound is that any such agree- 
ment would result in the return to the 
United States of at least the major 
portion of American capital which has 
fled from the dollar to the pound. It isa 
rather good reason—from the British 
standpoint. Estimates of the amount of 
American capital which has sought 
refuge abroad run rather high but the 
amount is generally thought to be 
around a billion dollars, par value, of 
which $375,000,000 is in London. The 
drawing down of $375,000,000 from 
British money markets by American 
investors would not only affect British- 
American exchange relations most seri- 
ously, but would also seriously affect 
the London money market. All this 
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indicates the artificiality of monetary 
conditions in Europe with so much 
American money on hand, over which 
European markets really have no con- 
trol. What appears to be a strong 
financial position in Great Britain and 
France may in fact be a very weak one. 


Guaranty of 


Deposits 


How Can This Threat | 


to Sound Banking 
Be Met? 


(Winning answer to the JOURNAL’s Sep- 
tember Question, submitted by Leo G. 
Titus, First Berkeley Branch, American 
Trust Company, Berkeley, California) 


pect agitation for the repeal of | 


deposit insurance legislation only 
aggravates the threat. 

The situation may be met by a three- 
point program. 

First, as evidence of good faith, every 
effort should be made to give the in- 
surance plan a fair trial. 

Second, the banking system should 
be strengthened in every possible way; 
weak, undercapitalized and unprofit- 
able banks should be eliminated; stricter 
regulation should be enforced; pub- 
lished statements should be in such 


form as to give more accurate pictures ! 


of banks’ conditions; and at the same 
time the public should be informed 
through legitimate publicity that the 
standard of banking is being raised to a 
point where insurance is unnecessary. 

The final step would be to show the 
public that bank depositors must in the 
final analysis pay the cost of bank in- 
surance through the reduction of in- 
terest rates on deposits and the im- 
position of higher charges for bank 
services. 


Lack of space prevents the JOURNAL 
from publishing in this issue the re- 
maining answers for which awards were 
made in accordance with the conditions 
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EXPRESS 
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described on page 80 of the September 
issue. The names of the successful 
authors, in addition to the winner of 
the first award, are — 


II. L. Douglas Meredith, Burlington, 
Vermont. 

III. R. Chandler Davis, 201 Main 
Street, Gloucester, Massachu- 
setts. 

IV. Thomas H. Bott, Jr., Beverly 
Savings Bank, Beverly, Massa- 
chusetts. 

V. G. H. Melvin, 654 Ash Street, 
Winnetka, Illinois. 

VI. Charles F. Gausmann, Dillsboro 
State Bank, Dillsboro, Indiana. 


INCORPORATED 


VII. George A. Haven, First State 
Bank of Chatfield, Chatfield, 
Minnesota. 


THE JourNAL acknowledges with 
great appreciation the interest shown 
by thousands of subscribers in answer- 
ing the Forum questions. 

Without exception, regardless of 
whether they received awards or not, 
these answers have been excellent. 

All answers have been kept in the 
Journav’s files. Any author who wishes 
to have a manuscript returned should 
send in his request to that effect before 
February 1. 
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Reserve Bank Credit 


ELBERT HUBBARD II 
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* WHAT Washington is 
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Willard is to Washington—a 
meeting place of international 
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recent trends in living com- 
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Washington, D. C. 
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The ease and secrecy with which an 
alarm to the police may be given by a 
Padua Foot Unit, has been demon- 
strated many times — to the chagrin of 
the bandits. Result: Bandits who 

know take care to 
avoid Padua-pro- 
tected banks. 
Send for informa- 
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The Odyssey of 


Augustus Van Winkle 


2 man idea of borrowing $50,000 from 
the Federal Reserve Bank of New 
York came to Mr. Augustus Van 
Winkle suddenly, after he had applied 
to nine of the commercial banks and 
had been turned down unanimously. 
He had been walking past the central 
bank’s imposing building on Liberty 
Street, feeling rather low, as a man does 
when rejected for credit nine times, 
when he suddenly recalled having read 
somewhere that, by virtue of special 
legislation enacted in 1932, Federal Re- 
serve banks could and would lend 
money directly to individuals under 
exceptional and exigent circumstances. 

Mr. Van Winkle had never been in 
the Federal Reserve Bank, but he knew 
in general that it was a bank which did 
business only with banks and, as fiscal 
agent, with the Treasury of the United 
States. Going in and asking for $50,000, 
Mr. Van Winkle imagined, would be 
difficult—like talking to a Cabot who 
ordinarily talked only to Lowells, or toa 
Lowell who normally conversed only 
with God. Or, if he didn’t feel that way, 
maybe the Federal Reserve Bank 
would. Still, Mr. Van Winkle needed 
the $50,000; the circumstances were 
admittedly exceptional and, undeni- 
ably, exigent. 

He was in the incubator business 
which for two years had not been so 
hot, to quote the favorite but tiresome 
pun which had become a fixture in the 
incubator trade. Mr. Van Winkle 
owned and presided over the Interstate 
Incubator Co., which was almost on its 
last legs. The company had used up its 
cash and had impaired its capital and 
its financial statement, which Mr. Van 
Winkle had exhibited to the nine banks, 
plainly showed the state of its affairs. 
Though the company owed little money, 
none of it to banks, no bank would lend 
to it or to Mr. Van Winkle. To make 
matters worse, the small bank which 
had held the company’s few dollars 
had folded up during the bank holiday 
and hadn’t, for some obscure reason, 
been able to unfold after the banking 
vacation. Mr. Van Winkle had felt 
pretty hopeless until, only yesterday, a 
western farm supply concern had sent 
him a $50,000 order, specifying 90 days 
delivery and conditioned only upon Mr. 
Van Winkle’s financing it. Since he had 


done business before with the western 
concern he had thought the financing 
would be easy, but the banks he had 
called on looked at the whole deal 
rather coldly. 

The first bank he visited had been 
kind, but had told him he needed capi- 
tal, not credit. This was no news to Mr, 
Van Winkle, who had no way of getting 
capital other than earning it, and to 
earn it he evidently had to have it 
first, which was confusing. The second 
bank he called on listened sympathet- 
ically to his story of the first turndown 
but said they didn’t see how they could 
help; his balance sheet was too unsatis- 
factory. Bank No. 3 said Mr. Van 
Winkle’s financial condition was ter- 
rible (he admitted it) and suggested 
pulling the legs of some friends for the 
needed cash. Mr. Van Winkle could 
think of only two friends, both of whom 
had bankrupted themselves. Each bank 
he visited wanted to know to whom he 
had been previously for money and, as 
the list of banks which rejected his 
application grew, so did Mr. Van 
Winkle’s story of failure. His perigrina- 
tion began to take on the appearance of 
an Odyssey of No Progress. At Bank 
No. 4 Mr. Van Winkle was shown an 
advertisement entitled “The individual 
as a borrower: What the conservative 
commercial bank expects of him.’”’ The 
bank’s expectations of Mr. Van Winkle 
were promptly disappointed, as were 
those of the five other banks to which he 
went subsequently. Mr. Van Winkle 
made a mental note to get up a card 
telling what a conservative borrower ex- 
pects of a bank and send it to Bank No. 
4 with flowers attached. 

As he walked a little uneasily through 
the iron portal of the Federal Reserve 
Bank he was at once mistaken for a gold 
hoarder belatedly returning his spoils. 
He explained irritably that he was there 
to take money out, not to put it in. The 
bank guard scratched his ear in puzzle- 
ment until Mr. Van Winkle said baldly 
that he wanted to borrow $50,000. 
“Oh,” said the guard, “tenth floor.” 
A truck drove up to the bank and dis- 
charged half a ton of currency with a 
military escort, as Mr. Van Winkle got 
into the elevator with a bank messenger 
who held in one hand a few checks 
neatly listed on a deposit slip. The 
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Direct to Individuals 


total of the deposit, Mr. Van Winkle 
noticed, was $20,689,501.16. He began 
to think that his own $50,000 request 
was pretty modest. When he got to the 
tenth floor, a place of beauty and 
grandeur, he felt quite apologetic and 
ashamed, as though he were about to 
ask Mr. J. P. Morgan for the loan of a 
dollar. A polite attendant asked him his 
mission. “I want to borrow $50,000,” 
said Mr. Van Winkle. The attendant 
bowed and ushered him into a large 
bright office where an officer of the 
bank greeted him cordially and invited 
him to sit down and tell his story. 

Mr. Van Winkle did so, copiously. 
The officer asked questions. Mr. Van 
Winkle wanted to discount a note of 
the Interstate Incubator Co. for $50,000 
for 90 days? Very well. Purpose was to 
produce, purchase, carry and market 
goods in one or more of the processes of 
production, namely, incubator? Excel- 
lent. The money was for current busi- 
hess operations, would be helpful to 
trade and employment, and would not 
be used for speculative purposes or for 
capital investment? Good. Statement 
of the incubator company? Mr. Van 
Winkle produced it. “It’s pretty poor,” 
he explained. The officer smiled and 
asked about the security for the loan. 
“Tncubators in process of manufacture, 
with my endorsement,” said Mr. Van 
Winkle. The officer then said: “There 
is a most important question: can you 


swear (or affirm) that you have tried to 
obtain this money from commercial 
banks and failed to get it; if so why, 
and names of banks?” Mr. Van Winkle 
looked a bit dismayed; he hadn’t known 
that was coming. Well, he thought, his 
goose was now cooked; better tell the 
whole story. He started to reel off the 
now voluminous account of the nine 
banks vs. Van Winkle but the Federal 
Reserve officer became restless and at 
length remarked: “Never mind; write 
em down.” He passed Mr. Van Winkle 
a large application blank and told him 
to fill it out. There were 8 pages, 6 of 
which had to be filled. Mr. Van Winkle 
sat down at a vacant desk and stayed 
there two hours and twenty minutes, at 
the end of which time he handed in the 
completed application like a schoolboy 
filing an examination paper. The bank 
officer said it would receive the careful 
attention of the Federal Reserve Bank. 
Mr. Van Winkle went home feeling he 
had fanned an awful lot of air. 

A week later he received, to his utter 
astonishment and delight, official an- 
nouncement that his loan application 
had been granted; would he please come 
in and conclude the transaction? He 
rushed down to 33 Liberty Street before 
the bank was open and was again mis- 
taken for a gold hoarder; it seems only 
they came to the bank before opening 
hours. Mr. Van Winkle was in high 
spirits and kidded the bank guards, 
who in consequence looked at him with 
some suspicion. People usually don’t 
kid Federal Reserve bank guards. 

When he walked out of the bank an 
hour later he carried a cashier’s check of 
the Federal Reserve Bank for $49,250, 
the proceeds of the Interstate Incu- 
bator Co. note for $50,000 less interest 
at 6 per cent for 90 days. For several 
weeks his incubator factory hummed 
busily, cheerfully and prosperously. 
During this period Mr. Van Winkle’s 
only petty annoyance was a deluge of 
letters, followed up by personal calls 
from new business representatives of the 
nine commercial banks which had re- 
fused to lend him money. They pleaded 
now for an opportunity to serve him 
and intimated quite openly that they 
were prepared to extend to him gener- 
ous lines of credit. Mr. Van Winkle 
discovered that in some mysterious way 
the banks had learned that he was one 
of ten out of a thousand applicants who 
had actually received a direct loan from 
the Federal Reserve Bank. 
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That sums up the “New 
Deal’ for those progressive banks 
that are adopting 


Federal Gas Fog 
Bandit Protection 


Let us tell you how to enjoy the 
full benefit of your holdup insur- 
ance—at a reduced cost, too—and 
at the same time safeguard pa- 
trons and employes against bandit 
atrocities. 

Approved by 
Underwriters’ Laboratories for seven years 


FEDERAL LABORATORIES, Inc. 
Pittsburgh, Pa. 


Without any obligation on our part, send full 
information on Federal Gas Fog Bandit Protection, 
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Member American Warehousemen’s Association 


Nation-wide Operators of the 
Lawrence System of Field Warehousing 


The Modern Means of Securing Loans with 
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SAN FRANCISCO PORTLAND 
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JOURNAL circulation has in- 
creased by 6,000 since June 1 
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Handling 
Equipment 
Charges 


O you allot a specific sum in your 
bank’s budget to cover replace- 
ments and purchases of new equip- 

ment, or do you have other ways of an- 
ticipating and handling these charges? 
Most bankers, of course, believe in up-to- 
date machines and systems and other things 
that effect savings in operation, and most 
of them buy as needed and pay as they go. 
But the charges are handled in various 
ways, and depreciation schedules vary. 
Regardless of the effects of the depression 
and regardless, too, of those new buildings 
that were completely equipped four or five 
years ago, machines and other devices 
succumb to the effects of wear and tear 
with use. They depreciate and must be 
replaced, and innovations are being intro- 
duced by the manufacturers—all of which, 
in addition to tax provisions, make depre- 
ciation allowances necessary. Five years is 
generally looked upon as the average life 
of equipment and some banks charge to 
depreciation approximately 20 per cent 
each year so that at the end of that period 
their equipment is paid for and replace- 
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ment can be made. Other banks use varying 
rates. Desks, tables and chairs, for example, 
are depreciated at 10 per cent a year, while 
machine equipment goes at a faster rate, 
ranging from 20 to 25 per cent. Some banks, 
too, make a survey annually to determine 
what wil] be needed and to prevent an un- 
usual amount of replacements in any one 
year. And not a few institutions keep the 
major portion of their equipment under 
maintenance contracts with the manu- 
facturers or employ full-time maintenance 
men to look after the machines. But how 
are the charges themselves for these devices 
allocated on the books? 

Larger banks in many instances budget 
these requirements. They set an amount 
based upon the actual expenditures of the 
previous year for this purpose, or upon the 
average over the last five years. When 
larger expenditures than expected were 
incurred during the previous year, the new 
figure may be reduced; or the anticipated 
installation of new systems may increase 
this figure. According to one bank, ‘we 
allot a specific sum for the purchase of 


specified items of new equipment in our 
annual budget. In our 1933 budget, pre- 
pared in 1932, we specified $5,000 and 
spent $10,000 due to unforeseen expansions. 
We are specifying $5,000 for general re- 
placements in 1934 and are now consider- 
ing the purchase of $35,000 worth of new 
machine equipment. This purchase is con- 
tingent upon the outcome of a study now 
being made as to its relative efficiency and 
economy of operation.”’ 

A reserve for new equipment and re- 
placements is another method used to 
anticipate these requirements. Funds are 
transferred annually or monthly from un- 
divided profits, and the amount may be 
fixed over a period of years or a bank may 
take ‘‘as a basis the approximate replace- 
ment cost of machine equipment, consider- 
ing its normal life,’’ and then set up a 
reserve of so much a year to cover replace- 
ments as required. In this way, at the 
expiration of the life of the equipment 
there will be in the reserve account the 
total amount of the replacement cost. 
Some institutions, too, do not allot a 
specific amount but try to anticipate re- 
quirements by accruing for items of this 
nature. 


OTHER METHODS 


BANKS that do not budget these items 
handle them in still other ways. Some 
institutions charge to an equipment ac- 
count on the ledger and set up a regular 
depreciation against it yearly. One bank 
told the Journat that it does not budget 
because “any new equipment purchased is 
not treated as an expense but is set up as an 
asset,’ although its budget does contain, 
of course, full allowance for depreciation of 
old equipment. And in another instance, 
‘we charge it up to new equipment and 
write it off when we pay our dividends, 
though we do not necessarily write off at 
each time.”’ 

Failure to anticipate these expenditures 
requires meeting each situation as it oc- 
curs, and this is perhaps the most common 
practice. One method is to charge off the 
entire expense at the time of purchase or 
when paid, and to take it directly out of 
earnings or from the profit and loss ac- 
count. A trust company, however, ex- 
plained to the Journat a slightly 
different procedure: ‘Five years ago we 
inaugurated a plan whereby we actually 
charge to our expense account $1,500 each 
quarter for equipment replacement. Our 
previous experience indicated that this 
amount could provide more than ample 
funds to keep all equipment up to date and 
in proper repair. This expectation has been 
realized, as we find that normal replace- 
ments require a somewhat smaller amount 
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than has been provided. We know of no 
other bank which handles this problem in 
a manner similar to ours, although our 
experience would justify its recommen- 
dation."” And another bank, charging 
through the regular expense account, em- 
phasized that ‘‘we make the deduction for 
depreciation of the maximum amount al- 
lowed under the income tax laws.” 

Still other institutions, making no 
appropriations, buy when needed and 
credit the furniture and fixtures account, 
charging off periodically. The expendi- 
tures are amortized either monthly, quar- 
terly, semi-annually or annually when the 
books are closed. Usually the percentage 
of depreciation is based upon the estimated 
life of the equipment, five years in most in- 
stances, but some banks retire the amounts 
in shorter periods. One banker told the 
Journat that “‘all of our equipment is 
written to nothing on our books, at which 
time it has been our policy to replace the 


equipment, using any trade-in allowance 
as a reduction in price of the new items 
purchased. Our depreciation schedule for 
the past few years has been running on an 
annual basis of $12,000. We find that this 
amount adequately covers reducing the 
capital value speedily enough so that all 
of our equipment lasts without replace- 
ment until it is entirely written off.” 
Amounts under $100 may be charged direct 
to expense as in some instances, with de- 
preciation included in the daily expense 
accrual and the percentage of depreciation 
based upon the estimated life of the equip- 
ment. And the furniture and fixtures 
account itself may be handled as still 
another bank explained: ‘‘For furniture, a 
reserve is set up to cover depreciation over 
a five-year period, monthly. For fixtures or 
leasehold improvements—life, to expira- 
tion of lease—a reserve is set up monthly 
to expiration of lease, when this reserve 
should equal the asset Fixtures."’ 


Savings Operation 


N line with the times, mechanical equip- 
ment and systems that utilize machines 
have become commonplace in bank 

work, but improvements are being made at 
a rate that urges close attention to them if 
a savings bank is to keep abreast of the 
economies and other advantages offered. 
It wants to eliminate congestion during 
interest periods even during peak hours of 
the ordinary banking day. It wants to give 
privacy to transactions, deposits and with- 
drawals. It wants accuracy of entries and 
the avoidance of errors at the windows. It 
wants to speed up both the tellers’ and the 
bookkeepers’ operations. And it wants 
control methods that are adequate at all 
times. 

Economical operation can be had with 
these advantages, and mechanical devices 
and systems are now doing the work that 
formerly required larger staffs. This does 
not mean that bank employees have been 
added to the list of unemployed, because 
ways have been found to transfer them to 
other work, for relief duties, and to fill va- 
cancies that ordinarily occur. New depart- 
ments, for example, may create positions 
for those affected. One banker described 
the personnel handling, incident to a 
new installation, as follows, ‘‘During this 
time and following it, the problem worked 
itself out between the setting up of new 
service departments for depositors and the 
non-replacement of employees who were 
pensioned or who left. We set up informa- 
tion desks on the floor for customer contact. 


These desks were for consultation and ad- 
vice on life insurance, mortgages, and other 
problems. We set up two desks in a new 
closed account department which saved us 
many accounts.” 


Regenerating 
the American 


77 


One of the best known systems for sav- 
ings account handling has combined the 
ledger card, passbook and journal sheet 
posting into one operation, all with origi- 
nal entries. The machines are installed just 
inside the tellers’ windows, and the com- 
plete operations are handled before cus~ 
tomers leave the window. Printed entries 
avoid later confusion, and the multiple 
Operation requires checking that avoids 
errors or detects them at the time of de- 
posit or withdrawal. Locked totals for 
automatic accumulation of the amounts 
provides an additional check, and the ma- 
chines are under control of the auditing 
department which holds the keys. Interest 
credits are entered automatically in red ink. 
There is key selection of columns on the 
passbook and Jedger, and the date is printed 
automatically. Duplicate deposit slips can 
also be made and the entries later recorded 
in the passbook. 

Another system is adaptable for use in 
either the unit or the dual plan of operation, 
It can handle the entire transaction before 
the customer leaves the window by posting 
passbook, ledger and journal all in one 
operation, or the passbook only is posted 
and journalized at the window with the 
ledger being posted and journalized later 
in the bookkeeping department. The latter 
plan, of course, enables peak loads to be 
handled by opening additional windows 
during rush. 
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HIS city is made of paper and cost one dollar. In hundreds 

of cities and towns throughout the country, construction 
and modernization projects involving an eventual outlay of 
many millions are merely plans on paper. The same is true of 
projects for expansion of industrial units and transportation 
systems. They are awaiting the new year and better business 
conditions to be transformed into orders for lumber, paint, 
steel, refrigeration, sanitary and heating equipment, and 
scores of other products. 


Readers of the AMERICAN BANKERS ASSOCIATION JOURNAL 
have a large interest in the profitable development of these 
plans, and the JOURNAL enters 1934 with an editorial program 
designed to serve this important group. 
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DING IN THE NEW YORK HERALD TRIBUNE 


CONVENTION 


CALENDAR (1934) 


A. B. A. Meetings 


25-26 Annual Eastern Savings Con- 


13-15 


11-14 


22-25 


ference, Waldorf-Astoria, New 
York, N. Y. 

Fifteenth Annual Midwinter 
Trust Conference, Waldorf-As- 
toria, New York, N. Y. 

A. I. B. Convention, Washing- 
ton, D. C. 

A. B. A. Convention, Washing- 
ton, D. C. 


State Associations 


Oklahoma Bankers Association, 
Tulsa. 

Missouri Bankers Association 
Iowa Bankers Association 
North Dakota Bankers Asso- 
ciation & South Dakota Bankers 
Association (joint convention), 
Deadwood, S. D. 


Other Financial 


18-19 New Jersey Midwinter Confer- 


19 


24 


ence, Trenton 

New York Midwinter Confer- 
ence, at Federal Reserve Bank 
of New York 

Savings Banks Association of the 
State of New York, Waldorf- 
Astoria, New York, N. Y. 
National Association of Mutual 
Savings Banks, Waldorf-Astoria, 
New York, N. Y. 
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recent books is that called “Life 
Begins at Forty”, by Walter B. 
Pitkin. 

Regardless of age or circumstance, a 
new banking life begins with this year 
1934, a life so altered and yet so sur- 
charged with new opportunities that the 


QO: E of the most widely read of all 


FROM BRYAN AND 
McKINLEY TO 1934 


This is the hourglass that was 

in the cook’s galley of Admi- 

ral Dewey’s flagship Olympia 
at the capture of Manila 


stock-taking and resolutions customary 
at this season require thoughtful care. 

At the beginning of 1933, banking 
was in the very center of the economic 
storm. Confidence in the future, not 
only of banking but of the country it- 
self, was at its nadir. Panic stricken 
depositors in every part of the country 
were demanding their money. Govern- 
ment itself was in a state of temporary 
suspension because of changes in politi- 
cal control. Plans for the future were 
being made in terms of hours and days, 
rather than in years. 

The outlook today is different. Con- 


fidence in banking is restored. The 
exigencies of the long term money 
market and increased costs of business 
operations have supplied a long-needed 
impetus to the commercial loan market. 
Thus there are substantial foundations 
upon which to chart the future. 

In the satisfactory solution of grave, 
still unresolved questions confronting 
banking, too, exist very definite open- 
ings for fresh starts in new, untrod 
fields. There are great rewards awaiting 
those successful in developing sound co- 
operative measures to prevent the evils 
of recklessness inherent in the guaranty 


law; in the application of a broad, 
scientific technique to the complicated 
business of granting loans; in working 
out with industry and commerce new 
methods of balance between long and 
short term borrowing requirements; in 
making banking more than ever the 
vanguard of advance in the country’s 
inevitable future expansion. 

In comparison with conditions of 
even one year ago, this is a time for 
optimism in the future—optimism, 
however, tempered by the realization 
that disruptive forces are more active 
in the United States than ever before. 


W. R. Morehouse, vice-president of the Security-First 
National Bank of Los Angeles, is the author of this 
Resolution for 1934. The JouRNAL recommends it to 
the attention of bankers everywhere: 


I have resolved that in my contacts with my customers, 
whether I meet them in person, or serve them through their 
representatives, or transact their business by mail, I shall 
serve them in a manner which should convince them of a 
sincere desire on my part to be sympathetic to their banking 
needs, always to serve them gladly, promptly, patiently, 
courteously and efficiently, and in every transaction I will 
endeavor to inspire and retain their confidence in me and 
in my bank. 

I am resolved to make 1934 the best year in my banking ex- 
perience. In order to do this, I have resolved to compete with 


myself and improve on my 1933 record. Services which were 
creditably rendered by me during 1933 I will render in an 
even more acceptable manner during 1934. Services which 
were rendered by me below my par, I am resolved to bring 
up to my par in 1934. 

I am resolved that I will not lose my patience with my 
customers, for the reason that most people do not inten- 
tionally excite my displeasure, nor will I argue with my 
customers, believing that it is the better part of wisdom 
for me to withhold unnecessary and antagonistic com- 
ment, as nothing of importance would be gained if I won 
all my points, while my customer’s friendship for me and 
my bank is almost certain to receive a set-back whether I 
win or lose. 

In conclusion, I have resolved that I will remain cool “under 
fire,” for I can be at my best only when I am in full control 
of my feelings. 
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